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INTRODUCTION

The consequences associated with the consumption of tobacco go beyond
harming individual and collective health. The economic burden tobacco consumption
imposes on society — high public healthcare costs, family impoverishment, and a
weakened labor force at the country level — results in lower economic growth and
reduced well-being.

Tobacco consumption and exposure to secondhand smoke are the world’s
leading preventable cause of death (WHO, 2003a). Latest estimates reveal that nearly 5
million deaths a year are attributable to tobacco, most of them in low and middle-
income countries (Ezzati, et al., 2006). In Mexico, conservative estimates reveal that
tobacco consumption accounts for roughly 25,000 deaths annually (Valdés, 2005).

At present, slightly over 16 million Mexicans, or 23.5 percent of the population in
the 12- to 65-year-old age group, smoke (INEGI, 2004). Smoking prevalence is much
higher among men (36.2 percent) than among women (13.1 percent). Nonetheless,
according to the Youth Tobacco Survey 2006, conducted with secondary school students
in nine Mexican cities (Valdés, et al., 2007), there are no statistically significant
differences in smoking prevalence between adolescent men (25.1 percent) and
adolescent women (23.3 percent). Further, age at tobacco use initiation has decreased
significantly, from 20.6 years among those born in 1930 to 16.6 years among those
born in 1975-1978 (Campuzano, et al., 2005).

In an effort to effectively deal with the globalization of the tobacco epidemic, the
World Health Assembly, an agency governed by the World Health Organization (WHO),
approved the Framework Convention on Tobacco Control (WHO, 2003b) on May 21,
2003. This treaty is the first evidence-based multilateral instrument to reaffirm the right
of everyone to the highest level of health. It includes provisions that set international
standards on tobacco control in matters of taxation, protection from secondhand
smoke, advertising, illicit trade, and tobacco product packaging to protect the world’s
population from the health, economic, and social consequences of tobacco.

Developed countries have found that the most efficient strategies for tobacco
control are those implemented at the population level. Such strategies include
increasing tobacco prices and taxes, implementing smoke-free areas, both public and
private, banning direct and indirect advertising, and placing clear health warnings in the

form of pictures on cigarette packs. Specifically, fiscal policies used as a tool for



reducing tobacco consumption have proven to be a highly effective strategy because,
despite the addictive properties of cigarettes and other tobacco products, studies have
revealed that consumption decreases when prices increase (Chaloupka, et al., 2000).
The implementation of 100 per cent-smoke free environments also plays an important
role, since they provide a strong incentive to cut down or quit smoking and constitute
the only proven way to adequately protect the health of workers and population in
general (OMS, 2007). In Mexico, 25.6 percent of the population aged 12- to 65- years-
old is exposed to secondhand smoke (INEGI, 2004).

In recent years, the Mexican government has achieved significant progress on
tobacco control. On May 28, 2004, it became the first country in the Americas to ratify
the FCTC. Also, the government implemented a national tobacco control program,
supported an incremental taxation policy for tobacco products, the restriction of
advertising, and the implementation of smoke-free areas. Nonetheless, the epidemic of
tobacco use is still a serious public health problem and the implementation of the FCTC
poses a tremendous challenge to decision makers in Mexico, especially considering the
economic potential of the tobacco industry. It is clear, for example, that after the ban of
television and radio advertising was mandated in 2004, the industry managed to
diversify and extend its advertising strategies. That is why it is important to insist on a
total ban of tobacco advertising.

On June 18, 2004, the Mexican government signed an agreement with the
tobacco industry. On one hand, further restrictions were established on tobacco
advertising, marketing, and labeling, and a temporary monetary contribution from the
tobacco companies was transferred to the Fund for Protection against Catastrophic
Costs of the System for Social Protection in Health, which is targeted to families that do
not have social security. On the other hand, the agreement failed to fulfill the FCTC and
other regulations (Madrazo, et al., 2007). Subsequently, Mexican civil society and the
international scientific community pointed out that such an agreement was incompatible
with the FCTC and showed the power of the tobacco industry to prevent the
implementation of significant tobacco control policies (Sebrié, et al., 2006; Samet, et
al., 2006). At the present time, the agreement is no longer in force, but it is still
disconcerting that such agreements could be implemented not only in other countries of
the region but also worldwide, thus rendering the FCTC powerless to exert the expected

impact.



Undoubtedly, characterizing the global impact of the negative effects of tobacco
consumption, not only from a health perspective but also in social and economic terms,
is an important task for those of us who work in public health and are concerned about
the well-being of our populations. Evidence-based information is the best instrument to
advocate for comprehensive legislation on tobacco control in Mexico, raise awareness
among decision makers about the economic and social impact of tobacco consumption
in the country, and sensitize the general population to the adverse health effects of
tobacco use and exposure to secondhand smoke.

This primer on the economics of tobacco in Mexico seeks to provide evidence to
promote the discussion of economic aspects of tobacco control and strengthen decision-
making. In addition to previous studies, some of which were discussed in the Primer
informe sobre el combate al tabaquismo (First Report on the Fight against Tobacco Use)
(Valdés, et al., 2005), for this report we analyzed further data to provide a broad
panorama of the role of tobacco in the Mexican economy. This report is the first
academic compilation of all available data related to the economics of tobacco in
Mexico.

The report has six chapters. Chapter 1, Tobacco Control in Mexico, presents a
succinct review of current legislation in Mexico and links it to FCTC provisions to offer
the reader a conceptual framework of tobacco control strategies that are legally
enforced and those that are still to be regulated. It also discusses the agreements
signed by the Ministry of Health and the main tobacco companies in Mexico. Chapter 2,
Tobacco Consumption, analyzes the evolution of tobacco consumption and of tobacco
expenditure in the household, as well as smoking prevalence. Chapter 3, Costs
Associated with Tobacco Consumption, presents an estimate of healthcare costs for the
major diseases attributable to tobacco consumption. Chapter 4, Tobacco Production,
analyzes the main aspects of tobacco-related agricultural and industrial activities, as
well as the production scheme and production and employment evolution. Chapter 5,
International Tobacco Trade, presents information on tobacco imports and exports,
particularly the evolution of their value and volume, main commercial partners, and
tariff barriers. Additionally, this chapter provides some insight on tobacco smuggling.
Chapter 6, Prices, Taxes, and Tax Collection, describes taxes on tobacco products with
special emphasis on the specific tax and tax collection thus generated. Based on studies

of price elasticity, Chapter 6 also analyzes price as a determining factor in tobacco



consumption and, lastly, presents a simulation exercise that estimates the effects of
increasing cigarette prices through heavier taxation on tobacco consumption and tax

collection. Finally, the report presents conclusions and recommendations.



1. TOBACCO CONTROL IN MEXICO

With the exception of policies regarding tax burdens, the Mexican legislation in
matters of tobacco control is contained in the General Health Law (GHL). This law
establishes regulations for printed and audiovisual advertising, promotion, packaging
and labeling of tobacco products, as well as regulations related to the protection of
nonsmokers. In particular, articles 188 to 190 regulate the tobacco control program.
The main components of the program include the prevention and treatment of diseases
associated with tobacco and education on the health effects of tobacco. Educational and
research activities are considered essential to the start-up of the program. The National
Council against Addictions (CONADIC) outlines and evaluates the tobacco control
program.

At present, the tobacco control strategy for the period 2007-2012 has not been
released yet, but health officials have announced some of the prevention and treatment
activities to be implemented. Prevention activities include the promotion and
certification of smoke-free places, mass media campaigns, and the promotion of the
rights of nonsmokers. Additionally, law reforms will be promoted with regard to tobacco
taxes, pictograms, misleading phrases/words, and the size of warnings in tobacco
packs. Treatment activities include the implementation of services for treatment of
nicotine addiction all over the country and the improvement of clinics to stop smoking,
among other things (Hernandez, M., et al., 2007).

On July 27, 2000, the Regulation on Tobacco Consumption was published. This
document establishes a ban on smoking in public buildings, buildings in which public
services are provided (for example, airports and schools), and hospitals and clinics of
the National Health System.

The signing and ratification of the Framework Convention on Tobacco Control
(FCTC) on May 28, 2004 by the Mexican Congress represented a commitment to
establishing a firm policy on tobacco control in the country. The FCTC is intended to
protect the world’s population against health, economic, and social consequences of
tobacco. It includes provisions that set international standards on tobacco control®.

A few weeks after the ratification of the FCTC, the Ministry of Health and the
main tobacco companies Cigarros La Tabacalera Mexicana (Cigatam) and British

! The specific measures designed to fulfill the broad goals of the FCTC will be defined through separate
protocol agreements.



American Tobacco (BAT) signed an agreement to introduce additional regulations
concerning advertising, marketing, and warning labels for tobacco products®. The
agreement also established a temporary monetary contribution that tobacco companies
would make to the Fund for the Protection against Catastrophic Costs of the System for
Social Protection in Health, which is targeted to families that do not have social
security. The main problem is that the agreement failed to fulfill the FCTC and other
regulations (Madrazo, et al., 2007).

In the next sections, some of the details of the agreement between the Ministry
of Health and the main tobacco companies are discussed. The legislation for tobacco

control in Mexico is also introduced as well as its relation to the FCTC provisions.

1.1. The agreement between the Ministry of Health and the main

tobacco companies in Mexico?

Among the main regulations agreed upon on June 2004 were the introduction of
cigarette pack inserts with recommendations to stop smoking and restrictions on the
size of billboards. The tobacco companies also agreed to make contributions to the Fund
for the Protection against Catastrophic Costs of the System for Social Protection in
Health. These contributions would be considered as tax deductible and tax exempt
donations. The amount to be contributed would depend on the volume of cigarette
sales, specifically, 50 cents per 20-cigarette pack sold between August 2004 and
December 2005, 70 cents per pack sold between January and September 2006, and 1
peso per pack sold between October-December 2006.

From the implementation of the agreement until the end of 2006, the Ministry of
Health received 2,141 million pesos from tobacco companies — 1,394 million from
Cigatam, 723 million from BAT, 0.10 million from Ciroomex, 0.05 million from
Jacksonville U.S. Brands, and 23.75 million not specified (Secretaria de Salud, 2006).
However, given that these figures were tax deductible, the net contribution to the
public treasury was less. It is worth noting that the agreement was expected to
generate an estimated 4 thousand million pesos.

One of the main problems with the agreement is that it compromised the

regulatory role of the Ministry of Health. The greater the sales of cigarettes, the greater

2 On June 24, 2002, the Ministry of Health had signed a previous agreement to introduce additional
regulations on related issues. Those regulations were incorporated into the GHL on January, 19, 2004, when
the most important reform to the GHL related to tobacco was conducted.

3 The agreement is discussed in detail in Madrazo, et al. (2007).
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the financial resources the Ministry would receive. In addition, one of the provisions of
the agreement stated that it would be revoked if additional tobacco taxes were
implemented. This may explain why an increase in tobacco taxes was dismissed for the
year 2006. Moreover, since the contributions were transferred to the Fund as
donations, the tobacco industry could be seen as having a favorable public image.

An element of the agreement that clearly contradicts the FCTC is related to the
disclosure of information about tobacco products. In the agreement, it is sated that the

|\\

disclosure of ingredients will “respect confidential information and industrial secrets”.
Article 10 of the FCTC specifies that ingredients must be disclosed without mentioning
any restrictions (Samet, et al., 2006).

At the signing of the agreement, the parties agreed that the instrument would
be in effect until its provisions were incorporated into the legislation. Nevertheless, the
parties agreed that the tobacco industry contributions would stop in December 2006.
Technically, the provisions related to advertising, warning levels and the others would
still be in force, but the Ministry of Health canceled the agreement at the end of 2006

(Hernandez, M., et al., 2007).
1.2. Legislation for tobacco control in Mexico and FCTC provisions
Taxes applicable to tobacco products (FCTC, Article 6)

Tobacco products are subject to two taxes: the value added tax (VAT), to which
most goods and services are subject; and the special production and services tax
(SPST), which establishes a specific rate for tobacco products. The current VAT rate is
15 percent of the price to the consumer, whereas SPST for cigarettes, cigars and other
manufactured tobacco is 140 percent of the price to the retailer. Only cigars and other
tobacco products manufactured entirely by hand are liable to pay a 26.6 percent SPST
rate. Measured as a percentage of the final price, the SPST represents 50.7 percent of
the final price of cigarettes; the joint burden represents 63.8 percent.

Current policies on tobacco taxes are contained in the Value-Added Tax Law and
the Special Production and Services Tax Law. Section 6.1.2 describes the evolution of
SPST for manufactured tobacco from the time of its implementation. Taxes on tobacco
imports are discussed in section 5.3.

= What remains to be done? To promote further increments in tobacco
taxes. Comparing current tobacco taxes with the taxes established in
Mexico in previous years and with the taxes established in other

11



countries, it seems that there is still room to use fiscal policy for tobacco
control. It is estimated that a 10 percent increase in taxes would lead to a
5 percent reduction in tobacco consumption (see chapter 6).

Protection against exposure to secondhand smoke (FCTC, Article 8)

The GHL (Article 277 bis) sets forth the creation of smoke-free areas at hospitals
and clinics of the National Health System.

Other institutions and companies have implemented policies to protect
nonsmokers. For example, back in 1996, all Mexican airlines signed an agreement to
ban smoking on all domestic flights under 90 minutes’ duration. Further, Mexicana de
Aviacion announced its new “Smoke-free flights” policy, which has been implemented in
98 percent of its flights, benefiting both passengers and airline personnel.

=2 What remains to be done? To ban smoking in indoor workplaces
(private), including restaurants and bars; public transportation; schools
(public and private), including higher education institutions; sports

centers; libraries; museums; theaters; and auditoriums.

Regulation of packaging of tobacco products (FCTC, Article 11)

The GHL (Article 276) establishes regulations for tobacco packaging and labeling.
It specifies that all packaging for domestic or imported tobacco must carry clear and
visible warnings set in easily readable type and contrasting colors. Additionally, this law
specifies the different types of warnings, which are to be alternated over time. The size
of the warnings is set at a minimum of 25 percent of the principal display areas of
tobacco packs. However, on December 7, 2004, an agreement published in the Official
Newspaper of the Federation established new regulations for the cigarette packs
warnings. The size of the warnings described in the GLH (Article 276) is set at 50
percent of the back area of cigarette packs.

= What remains to be done? To ban misleading phrases or words
included in cigarette packs and labels like “light” or “ultralight”. In
addition, studies have shown that using graphic warnings on cigarette
packs in other countries could contribute to cessation among Mexican
smokers. It is necessary to promote the implementation of this type of

warnings (Thrasher, et al., 2006).
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Regulation of advertising of tobacco products (FCTC, Article 13)

Article 308 of the GHL establishes general restrictions for the advertising of
tobacco and alcoholic beverages. For example, this article establishes that advertising
should only provide information about the characteristics, quality, or manufacture of the
products.

Article 308 bis of the GHL establishes additional regulations for tobacco
advertising. This article prohibits the distribution of promotional articles to minors.

Article 309 bis prohibits, among other things, all forms of tobacco advertising on
radio and television. A major achievement for tobacco control in Mexico, this measure
was enacted in 2004. To further protect children and young people, a special section
was introduced to ban billboards within 200 meters of any school (kindergartens,
primary schools, and high schools), hospital, or park, as well as any sports, education,
or family clubs.

= What remains to be done? To ban all tobacco advertising, sponsorship,
and promotion.
Sale of tobacco to minors and by minors (FCTC, Article 16)

The GHL (Article 277) prohibits the sale of tobacco products to minors.
Specifically, this Article prohibits the sale of cigarettes individually or in packets of
fewer than 14 cigarettes. Cigarettes must not be sold at drugstores, hospitals, or
schools — from pre-school to high school.

= What remains to be done? To ban the production and distribution of
candies, toys or any other objects in the form of tobacco products which
may be appealing to minors. To ban the distribution of free tobacco
products to the public. To ban the sale of tobacco products by minors.

The FCTC articles not contemplated in the Mexican legislation are the following:
Article 9, Regulation of the contents of tobacco products; Article 10, Regulation of
tobacco product disclosures; Article 12, Education, communication, training and public
awareness; Article 14, Demand reduction measures concerning tobacco dependence
and cessation; Article 15, Illicit trade in tobacco products; and Article 17, Support for
economically viable alternative activities. Regarding Article 12, it is important to
mention that studies have shown that minors have been taught about tobacco risks in
their schools, even though it is not required by law (Valdés, et al., 2007). Regarding

Article 14, we have to mention that there are public clinics for cessation, but a list of

13



such clinics has not been developed. The clinics also have not been evaluated.
Consequently, it is not possible to assess their achievements.

Finally, we have to be aware of the pitfalls regarding enforcement. Studies have
shown that there is tobacco advertising within 200 meters of schools (Hernandez, J., et
al., 2007). Also, it has been shown that minors can directly obtain cigarettes from most
of the stores in Mexico City (Kuri, et al., 2006).

14



2. TOBACCO CONSUMPTION

2.1. Aggregate consumption of cigarettes

Most tobacco consumed in Mexico is in the form of cigarettes®. Therefore,
cigarette consumption is a reasonable approximation to tobacco consumption in
general. A way to estimate cigarette consumption is by adding net imports to national
production (Guindon, et al., 2003). To estimate consumption per adult, total
consumption is divided by adult population. Figure 2.1 shows the evolution of total
cigarette consumption as well as the evolution of cigarette consumption per adult
between 1980 and 2006.

Figure 2.1. Evolution of aggregate cigarette consumption. Mexico, 1980-2006
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Source: Own estimates with the following data:
Population figures: Centers for Disease Control and Prevention (CDC), 1980-2006. Production
figures: CDC, 1980-1993; Monthly Industry Survey (INEGI), 1994-2006. Net imports: Food and
Agriculture Organization (FAO), 1980-1993; International Trade Data Working Group, 1994-2005.

Notes: Consumption = national production + (imports — exports).

Adult population = individuals aged 15 and older.

Equivalence: 1 kilogram = 1000 cigarettes; 1 cigarette pack = 20 cigarettes.

Between 2001 and 2004, national production of unfiltered cigarettes is not included.

? Figure of national production preliminary. Net imports figure forecasted with figures from 1994 to 2005.

4 In 2004, cigarettes accounted for 99.6 per cent of the total value of the sales of three tobacco products.
Cigars accounted for 0.3 per cent, and rolling tobacco accounted for 0.01 per cent (Euromonitor, 2005).

Additionally, according to the National Income and Expenditures Household Survey (INEGI) — in which

expenditure on tobacco is reported in three categories (cigarettes, cigars and rolling tobacco) — more than
99 per cent of the households with expenditure on tobacco reported expenditure on cigarettes (Saenz de
Miera, et al., 2007).
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Throughout the 1980s and 1990s, total cigarette consumption remained almost
stable, with low variability. In those years, annual average consumption was 2,583
million packs. Between 2001 and 2004, there was a sharp drop in total consumption
associated with the under-reporting of national production. Before 2001, national
production of unfiltered cigarettes was reported along with national production of
filtered cigarettes, but from 2001 to 2004, INEGI's Monthly Industry Survey stopped
reporting unfiltered cigarettes, without explanation. From 2005, national production of
unfiltered cigarettes seems to be reported again, although it is not possible to
differentiate it from filtered cigarettes (national production of cigarettes is reported
together). In the last two years, total consumption returned to the levels shown in
previous decades. Annual average consumption in those years was 2,441 million packs.

Cigarette consumption by adult smoker shows an evident decreasing trend, at
least until 2000. Between 1980 and 1990, average consumption by adult smoker was
61 packs a year. Between 1990 and 2000, consumption dropped to 44 packs.
Throughout those 21 years, the reduction was slightly over 50 percent, which
represents an annual average variation rate of -3.4 percent. Between 2001 and 2004,
cigarette consumption by adult exhibits an artificial drop related to the under-reporting
of national production noted above. In the last two years, average adult consumption
was lower than in the 1990s (32 packs a year).

The above figures are for legal cigarette consumption, that is, they do not
include illegal tobacco consumption. Consequently, some have argued that the apparent
reduction in cigarette consumption per person could be offset if smuggling were
included in the estimates (Meneses, et al., 2002). Nevertheless, for that to happen,
smuggling would have to have systematically increased at an annual rate equal to or
greater than 3.4 percent in the last 25 years. Section 5.4 further discusses smuggling.

Most studies have found that price is a major determinant of aggregate tobacco
consumption: as price increases, consumption decreases, and vice versa. It has also
been shown that aggregate tobacco consumption is associated with major
macroeconomic variables, particularly aggregate income (Chaloupka, et al., 2000).
Chapter 6 further analyzes this relationship.

2.2. Smoking prevalence

Smoking prevalence in Mexico has remained stable in recent years. According to
the National Addictions Survey (NAS), conducted in urban population in the 12-65 age

16



group’, prevalence remained around 26 percent between 1988 and 2002. In the last
year, the prevalence registered corresponded to 16 million smokers. Prevalence among
men and women has remained stable in this period as well. Prevalence among men is

slightly twice as high as prevalence among women (Figure 2.2).

Figure 2.2. Smoking prevalence by sex. Mexico, 1988-2002
(population aged 12 to 65 years, urban areas)
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Source: Own estimates with data from the National Addictions Survey 2002 (INEGI, 2004) and Campuzano,
Ei)taé.s:(z,f(s)g\)éker is an individual who has smoked daily, monthly, or occasionally (in the last 12 months).
Urban areas are those with 2500 inhabitants or more.

The 2002 NAS included a rural component for the first time. Smoking prevalence
in rural areas was 14.3 percent, revealing that the use of tobacco is more concentrated
in urban areas. Total prevalence, considering rural and urban areas, was 23.5 percent.

Some studies have shown that smoking prevalence worldwide tends to be higher
among individuals with lower education (Jha, et al., 1999). On the contrary, smoking
prevalence in Mexico is higher among individuals with higher education, with the
exception of those with post-graduate education (Figure 2.3). In urban areas, smoking
prevalence among individuals with high school or university education is above 30
percent. At 35 percent, smoking prevalence is highest among individuals with university
education. In rural areas, smoking prevalence is also highest among individuals with

university education at 27 percent.

> The first three ENAs (1988, 1993 and 1998) were conducted by the Ministry of Health and included only
urban population. The last ENA (2002) was conducted by the INEGI and included urban and rural areas.
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Figure 2.3. Smoking prevalence by education level and area of residence.
Mexico, 2002

(population aged 12 to 65 years)
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m Urban m Rural

Source: Own estimates with data from the National Addictions Survey 2002 (INEGI, 2004).
Notes: A smoker is an individual who has smoked daily, monthly, or occasionally (in the last 12 months).
Urban areas are those with 2500 inhabitants or more.

Figure 2.4 shows that smoking prevalence is the highest among young adults in
urban areas, whereas in the rural areas, smoking prevalence is the highest among
individuals aged 40 years and more.

Figure 2.5 shows average age at tobacco use initiation. Estimates reveal that it
has decreased significantly, from 20.6 years among those born in 1930 to 16.6 years
among those born in 1975-1978 (Campuzano, et al., 2005). This decrease has been
greater among women; in fact, among younger women, the age of tobacco use
initiation is very close to that of men. Certainly, the age at initiation for the older
cohorts may be skewed due to differences in mortality rates among smokers with
different ages at initiation. If mortality rates are higher for smokers with lower ages at
initiation, as has been shown in the United States (USDHHS, 1989), the average age at
initiation of older cohorts may de overestimated. However, if we focus on individuals
born in 1950 or after, that is to say, with 48 years or less in the last survey, age at

initiation still exhibits a decreasing trend, especially among women.
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Figure 2.4. Smoking prevalence by age and area of residence. Mexico, 2002
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Source: Own estimates with data from the National Addictions Survey 2002 (INEGI, 2004).
Notes: A smoker is an individual who has smoked daily, monthly or occasionally (in the last 12 months).
Urban areas are those with 2500 inhabitants or more.

Figure 2.5 Age at tobacco use initiation among people over 20 by sex. Mexico,
1988-1998
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Source: Campuzano, et al. (2005) with information from the National Addictions Survey.

One population of interest when analyzing smoking prevalence are adolescents,
since tobacco consumption is initiated in adolescence, as has been shown above.
According to the 2006 Youth Tobacco Survey (YTS), smoking prevalence among

secondary school students in nine Mexican cities is 24.9 percent; 25.1 percent among
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men and 23.3 percent among women. Interestingly, there are no statistically significant
differences in smoking prevalence by sex (Valdés, et al., 2007). This means that in the
coming years, smoking prevalence among women is likely to approach smoking
prevalence among men. Consequently, some of the effects of tobacco on health,
specific for women, will have greater incidence. Among other things, tobacco
consumption is associated with lower fertility and earlier menopause. It is also a risk
factor for cervical cancer (RITC, 2003).

Table 2.1 shows that according to the YTS, smoking prevalence is higher in
central cities. In particular, in Mexico City and Puebla, smoking prevalence is close to
28 percent. Results from the two YTS conducted in the central cities also reveal that
smoking prevalence remained stable between 2003 and 2006. Only in Mexico City has
smoking prevalence increased.

Table 2.1. Smoking prevalence among secondary school students in nine cities.
Mexico, 2003 and 2006

2003 2006 Statistically significant
Differences
Ciudad Juarez 22.6 17.7 No
Cuernavaca 20.8 21.8 No
Chetumal 17.9 14.6 No
Mexico City 20.2 27.8 Yes
Guadalajara 19.9 17.3 No
Nuevo Laredo 16.5 14.2 No
Puebla 254 27.5 No
Tapachula 13.8 16.3 No
Tijuana 11.5 13.0 No

Source: Valdés, et al. (2007).
Notes: Smoker is an individual who smoked cigarettes at least one day during the past 30 days.

Another population of interest when analyzing smoking prevalence are health
students, since they will play an important role as health professionals in the control
and prevention of tobacco use, as well as in the promotion of healthy lifestyles.
According to the Health Professionals Students Tobacco Survey, which used a
representative sample at the national level of third-year students of medicine and
dentistry from public universities, smoking prevalence is 33 percent among medical
students and 43.6 percent among dentistry students. Moreover, there are no
statistically significant differences by sex among students in either profession
(Reynales, et al., 2007). To explain this relatively high prevalence, we have to consider

the ages of the interviewees. More than 80 percent were between 19 and 24 years old.
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As mentioned earlier, smoking prevalence is the highest among young adults (Figure
2.3). The income of the interviewees may be another important factor to explain the
prevalence observed. In general, most of them reported to have enough income to buy
tobacco regularly. Less than 15 percent reported zero income, whereas 40 percent
reported monthly income above 1,000 pesos.

Unfortunately, measurements of smoking prevalence vary widely among Latin-
American countries (types of questions and population groups considered). However, it
seems that smoking prevalence in Mexico is lower than smoking prevalence in South
American countries, which report prevalence rates of over 30 percent. In Argentina,
smoking prevalence among the population aged 18 years and older in the city of
Buenos Aires was 38 percent in 2003 (Gonzalez, 2006). In Chile, smoking prevalence
among the population aged 12 to 64 years in urban areas was 42.9 percent in 2002
(Debrott, 2006). In Uruguay, smoking prevalence among the population aged 12 to 64
years in urban areas was 32.3 percent in 2001 (Ramos, 2006). Nonetheless, smoking
prevalence among the population aged 16 years and older in Brazil was 18.9 percent in
2002/3, that is to say, much lower than in Mexico (Iglesias, 2006).

2.3. Tobacco consumption in the household

Tobacco consumption in the household can be estimated by means of tobacco-
related expenses reported in the surveys. According to the National Income and
Expenditure Household Survey (ENIGH), the prevalence of households with tobacco
expenditures was lower in 2005 than a decade before (Figure 2.6). The 2005
prevalence corresponds to slightly more than 2 million households with expenditures on

tobacco®.

6 If we compare this figure to the figures of smoking prevalence presented in the previous section, it seems
that the former is underestimated. This is mainly related to the characteristics of the surveys used to
estimate the prevalence. The NAS, which is used to estimate the figures in the previous section, is conducted
specifically to study the consumption of tobacco and other addictive substances. On the other hand, the
ENIGH is a survey conducted to assess the magnitude, composition, and distribution of household income and
expenditures. In the NAS, the individuals interviewed are asked about smoking ("Do you smoke?” types of
questions). In the ENIGH, households interviewed are asked about their tobacco expenditures (“*Does the
household spend money in tobacco?” types of questions).
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Figure 2.6 Prevalence of tobacco use in the household. Mexico, 1994-2005
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Source: Own estimates with data from the National Income and Expenditures Household Survey (INEGI).
Notes: The category tobacco includes cigarettes, cigars, and rolling tobacco.
Vertical lines represent 95 percent confidence intervals.

International studies based on household surveys have shown that the
prevalence of households with tobacco expenditures tends to be higher among low
income households (Moertiningsih, et al., 2005). On the contrary, Table 2.2 shows that
in Mexico, households in the lower quintiles are less likely to report expenditures on
tobacco. Their cigarette consumption is also lower than cigarette consumption among
higher quintiles. However, low income households allocate a higher proportion of their
total expenditure to cigarettes. This is an important finding because tobacco puts a
strain on a household’s available resources, especially in low income households where
resources to buy essential goods and services are scarce. Tobacco expenditures also
worsen poverty among their users since the treatment of diseases associated to

tobacco consumption increases health expenditures.
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Table 2.2 Cigarette consumption and cigarette expenditure as a share of total
household expenditure by quintile. Mexico, 2005

Income quintiles

Qi Q2 Q3 Q4 Q5
Prevalence of cigarette expenditure (%) 4.2 6.3 8.0 9.3 1.2
[3.4-5.1] [5.3-7.4] [6.9-9.3] [8.1-10.7] [10.0-12.4]
Monthly average consumption per smoker
household (packs of 20 cigarettes) 4.9 6.2 6.6 7.0 7.6
[4.1-5.7] [5.1-7.3] [5.5-7.8] [6.2-7.9] [6.8-8.4]
Cigarette expenditure as a % of total monetary
expenditure of smoker households 5.5 4.0 3.7 4.7 25
[4.2-6.9] [3.2-4.9] [3.0-4.5] [3.4-5.9] [2.1-2.8]

Source: Saenz de Miera, et al. (2007)

Notes: Smoker households are households with expenditures on cigarettes.

Quintiles based on the total per capita income (includes monetary and non-monetary income).
Quintile I represents 20 percent of the lower-income households.
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3. COSTS ASSOCIATED WITH TOBACCO CONSUMPTION

Several studies have shown that tobacco consumption and exposure to
secondhand smoke are related to a vast number of diseases (Samet, et al., 2002).
Therefore, the cost of healthcare attributable to tobacco is very high, and part of this
cost is imposed on nonsmokers while the rest is imposed on society. Non-health care
costs attributable to tobacco include costs of lost productivity (from tobacco caused
morbidity and mortality) and property damage (from fires caused by tobacco).

Estimates of the healthcare costs attributable to tobacco are more numerous
than estimates of non-health care costs attributable to tobacco. Data on non-health
care costs related to tobacco is lacking. In high-income countries, it has been estimated
that healthcare costs attributable to tobacco are between 0.1 and 1.1 percent of the
Gross Domestic Product (GDP). In middle-income and low-income countries, it is
estimated that the costs may be at least as high as those in high-income countries
(Lightwood, et al., 2000).

In Mexico, as in the majority of developing countries, there is little information
on the resources used for the diagnosis and treatment of chronic diseases associated to
tobacco. This chapter shows a recent estimate of the healthcare costs in Mexico.

3.1. Direct medical care costs attributable to tobacco

The Mexican Social Security Institute (IMSS) is the main social security services
provider in Mexico’. In 2006, 44.6 percent of the population was covered by the IMSS,
or 47.9 million people (IMSS). In recent years, a study was conducted to estimate the
healthcare costs attributable to tobacco in the IMSS (Reynales, et al., 2006). The study
was conducted in this institution because it is the public institution with best records.
The costs were estimated from the provider’s perspective, taking into account the three
levels of medical intervention. The study focused on the population that used the
healthcare facilities between June 2001 and 2004. Based on the number of total cases,
a random sample of cases with first-time diagnosis of the main diseases related to
tobacco was selected. The main diseases are acute myocardial infarction (AMI),
cerebrovascular disease (CD), chronic obstructive pulmonary disease (COPD), and lung
cancer (LC). These diseases are among the major causes of mortality in the country. In

7 The IMSS provides social security services to salaried workers in the private sector and to their families. It
also offers services to the self-employed for a fee.
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2005, ischemic heart disease was the second cause of death, just after diabetes; CD
and COPD were the fourth and fifth cause of death respectively; cancer of trachea,
bronchus, and lung were the 13" cause of death (Secretaria de Salud -Sinais). The
steps followed to estimate the costs were the following:

1. Estimation of healthcare costs.

First, the average annual cost per case was estimated based on the unit
costs of the healthcare events and the frequency of utilization (reported in
clinical files). To calculate the unit costs, a microcosting model was employed.
This consists of a detailed estimation of the cost of all the healthcare events and
resources used (human resources and materials). The costs of medical inputs
and medication were calculated using average prices paid by the IMSS in 2004.
The costs of human resources were calculated using the annual net salary, which
includes monetary and non-monetary benefits paid to the worker. The costs of
assets were calculated using the Equivalent Annual Cost methodology.

Thereafter, the annual costs per disease were estimated by multiplying
the annual average cost per case by the number of cases registered for each
disease in the IMSS in 2004.

2. Estimation of the smoking attributable fraction.

To determine the costs attributable to tobacco, the smoking attributable
fraction (SAF) for each disease was estimated. The SAF refers to the percentage
of the disease that could be reduced if the risk factor (tobacco) was eliminated.
To estimate the SAFs, a case-control analysis was conducted. The control group
was selected from the National Health Survey 2000 using matching techniques.
First, a conditional Logit model was estimated for each disease. Next, using this
estimation and the smoking prevalence in the control group, the SAFs were
estimated.

3. Estimation of the costs attributable to tobacco.

The total costs attributable to tobacco were estimated using the total
costs per disease calculated in the first step and the SAFs calculated in the
second step.

It is important to note that the IMSS is funded with public and private resources.
Unfortunately, it is not possible to assess what fraction of the estimated costs is funded

publicly and what fraction is funded privately.
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Table 3.1 shows that the annual healthcare costs of the four major diseases
attributable to tobacco are 7 billion pesos. This represents 5 percent of the IMSS's total
operating expenses, at the national level, in 2004.

Table 3.1. Annual medical care costs attributable to tobacco consumption in
the Mexican Social Security Institute. Mexico, 2004

Average cost per Cases attributable to tobacco Costs attributable to
case consumption tobacco consumption
Disease (mean) (mean)
AMI $178,266 24,323 $4,335,935,084
WAF:
0.61
CD $162,561 10,263 $1,668,334,161
WAF:
0.49
COPD $99,669 10,152 $1,011,859,364
WAF:
0.69
LC $148,837 449 $66,807,715
WAF:
0.66
Total $7,082,936,325

Source: Reynales, et al. (2006).
Notes: Figures are in constant 2004 Mexican Pesos.
WAF: Weighted attributable fraction (estimated among IMSS users).
AMI = acute myocardial infarction, CD = cerebrovascular disease, COPD = chronic obstructive pulmonary
disease, LC = lung cancer.

If we assume that the SAF per disease and the average cost per case in Table
3.1 are also valid for other healthcare providers, it is possible to estimate the medical
care costs attributable to tobacco in other institutions. The additional input needed is
the number of new cases per disease registered in other institutions. In the case of CD,
it is possible to accurately identify the new cases in the main healthcare providers. In
the case of AMI, the disease is grouped within the category “ischemic heart diseases”
(IHD). However, nearly 80 percent of the morbidity related to that pathology
corresponds to AMI (Veldzquez, et al., 2007). The morbidity for LC and COPD is not
registered. Therefore, the estimation for those diseases is not feasible.

Given the information available, the healthcare providers considered here are

the Social Security Institute for Estate Workers (ISSSTE), the Ministry of Health (SS),
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Petréleos Mexicanos (PEMEX)®, and the Ministry of National Defense (SEDENA). The
ISSSTE provides social security services to most of the public sector workers and their
families. In the last year, 10 percent of the population was covered by the ISSSTE
(Presidencia de la Republica 2006). The Ministry of Health provides healthcare services
to the families that do not have social security, or 40 percent of the population.
SEDENA and PEMEX provide social security to the workers of those institutions and their
families. The percentage of the population covered by SEDENA and PEMEX is very low.
Tables 3.2 and 3.3 show rough estimates of healthcare costs in the four public
institutions.

The medical care costs of two diseases attributable to tobacco (AMI and CD)
were 1,115 million pesos in the ISSSTE, and 1,604 million pesos in the SS. The costs
attributable to tobacco in the ISSSTE represent 6 percent of its total health
expenditures in 2004, or 18,783 million pesos (Presidencia de la Republica, 2006). The
costs attributable to tobacco in the Ministry of Health represent 11 percent of its total
health expenditures in 2004, or 14,336 million pesos (Presidencia de la Republica,
2006).

In the case of PEMEX and SEDENA, the medical care costs of two diseases
attributable to tobacco (AMI and CD) were 239 million pesos and 57 million pesos
respectively. The costs attributable to tobacco in PEMEX represent 3 percent of its total
health expenditures in 2004, or 7 thousand million pesos (Presidencia de la Republica,
2006). The costs attributable to tobacco in the SEDENA represent 3 percent of its total
health expenditures in 2004, or 1,998 million pesos (Presidencia de la Republica, 2006).

8 petréleos Mexicanos, or PEMEX, is a state-owned oil company.
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Table 3.2. Annual medical care costs attributable to tobacco consumption in
the Social Security Institute for Estate Workers and the Ministry of Health.
Mexico, 2004

New cases Cases attributable to  Average cost per Costs attributable to tobacco
tobacco case
Disease ISSSTE SS ISSSTE SS ISSSTE SS

IHD 8262 8260
AMI 6610 6608 5040 5039 $178,266 $898,428,552 $898,211,068

WAF: 0.61
CD 2723 8865 1334 4344 $162,561 $216,900,265 $706,140,600

WAF: 0.49

Total $1,115,328,818 $1,604,351,667

Source: Own estimates with the following information: WAP and average cost per case figures: Reynales, et
al. (2006); New cases per disease in 2004: Epidemiologic Surveillance Information System (Secretaria de
Salud).

Notes: 2004 pesos.

IHD = ischemic heart diseases, AMI = acute myocardial infarction, CD = cerebrovascular disease.

WAF: Weighted attributable fraction (estimated among IMSS users).

It is assumed that 80 percent of the IHD new cases correspond to AMI.

Table 3.3. Annual medical care costs attributable to tobacco consumption in
Petréleos Mexicanos and the Ministry of National Defense. México, 2004

New cases Cases attributable to  Average cost per Costs attributable to tobacco
tobacco case
Disease PEMEX SEDENA PEMEX SEDENA PEMEX SEDENA
IHD 1312 362
AMI 1050 290 800 221 $178,266 $142,669,845 $39,364,698
WAF: 0.61
CD 1209 227 592 111 $162,561 $96,302,762 $18,081,660
WAF: 0.49
Total $238,972,607 $57,446,358

Source: Own estimates with the following information: WAP and average cost per case figures: Reynales, et
al. (2006); New cases per disease in 2004: Epidemiologic Surveillance Information System (Secretaria de
Salud).
Notes: 2004 pesos.
IHD = ischemic heart diseases, AMI = acute myocardial infarction, CD = cerebrovascular disease.
WAF: Weighted attributable fraction (estimated among IMSS users).
It is assumed that 80 percent of the IHD new cases correspond to AMI.

These figures are only an approximation of the real healthcare cost, but they
reveal the burden of the diseases attributable to tobacco. Unlike IMSS, the other
institutions (ISSSTE, SS, PEMEX and SEDENA) are funded publicly. For that reason, the

costs are imposed to the society as a whole.

Finally, it is important to mention that the figures shown are a substantial
underestimate of total costs attributable to tobacco, since the estimations exclude many

of the diseases related to tobacco consumption. Additionally, costs from exposure to
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secondhand smoke and other non-health care costs (such as lost productivity from
premature mortality caused by tobacco) are excluded. International studies have shown
that non-health care costs may be as much as three times higher than healthcare costs
(Warner et al., 1999).
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4. TOBACCO PRODUCTION
4.1. Agriculture

4.1.1. Characterization of the agricultural production scheme of tobacco

The four multinational companies that control the tobacco leaf market worldwide
also control the local leaf market in Mexico: 1) British American Tobacco (BAT) (through
Agroindustrias La Moderna), 2) Cigarros la Tabacalera Mexicana (Cigatam)® (through
Tabacos Desvenados (Tadesa), 3) Universal Leaf Tobacco (through Tabacos del Pacifico
Norte), y 4) Dimon'°. These companies finance and provide technical assistance to
national producers, buy their tobacco, strip it, and distribute it'’. This operation is
carried out under a contract whereby producers are legally bound to use a specific
technological package and deliver their production to the tobacco company (Cofupro,
2003).

Almost all tobacco leaf growers are small farmers. Each producer has an average
of 2 to 3 hectares (Mackinlay, 2005). Most growers belong to the Asociaciéon Rural de
Interés Colectivo de Productores de Tabaco (ARIC).

Annually, the four multinationals and the ARIC (together with other tobacco leaf
growers’ deputies) set the price of tobacco leaf according to type and quality. However,
due to the farmers’ dispersion and the low level of autonomous organization, the
multinational companies control the negotiations (Mackinlay, 1999).

4.1.2. Agricultural production of tobacco

Mexico is not a major producer of tobacco leaf. In 2005, the country ranked 38"
worldwide, with a production of slightly more than 16 thousand metric tons, equivalent
to 0.25 percent of the global production (Table 4.1).

Currently, tobacco production concentrates in three states: 1) Nayarit, which
produces such blond tobaccos as Burley and Virginia; 2) Veracruz, which grows black

and Turkish or aromatic tobacco; and 3) Chiapas, which produces blond tobaccos. In

° Cigatam is a Mexican company that manufactures cigarettes. In 1997, the transnational company Philip
Morris increased its participation in Cigatam to 49.9 percent. By the end of this year, Philip Morris will have
increased its participation to 79.9 per cent (see section 4.2.1).

10 Universal Leaf Tobacco and DIMON are the biggest tobacco leaf distributors worldwide. They ranked first
and second in the tobacco leaf market respectively (Campaign for Tobacco Free Kids, 2001). In Mexico, these
companies export the stripped tobacco produced locally (Mackinlay, 2005).

! The funding covers salaries, inputs used in the production, and the machinery and equipment (Mackinlay,
2005).
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2005, 79 percent of tobacco leaf production came from Nayarit (12,779 metric tons).

Veracruz and Chiapas produced 11.5 percent and 8.4 percent respectively.

Table 4.1. Worldwide production of tobacco leaf by country, 2005

Country Production (metric tons) Country production as a % of the total
China 2,688,500 40.9%
Brazil 894,025 13.6%
India 598,000 9.1%
USA 290,170 4.4%
Argentina 163,528 2.5%
Indonesia 141,000 21%
Turkey 140,716 2.1%
Mexico 16,122 0.2%
Others 1,639,589 24.9%
Total 6,571,650 100.0%

Source: Own estimates with data from FAOSTAT (FAO).

The value of tobacco leaf production in the country has a small and decreasing
share of the total production value of the primary sector. Between 1993 and 2005, this
share decreased from 0.5 to 0.1 percent (Figure 4.1).

Figure 4.1. Share of tobacco leaf production value in the primary sector, 1993-
2005
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Source: Own estimates with the following data: Total production value of the primary sector: INEGI;
Tobacco-leaf production value: Farming Information System (Sagarpa).
Notes: The primary sector includes agriculture, cattle, forestry, and fishing.
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Figure 4.2 shows the similarities in volume and value of tobacco leaf production
in 1980-2005. Despite their variability, in general terms, both variables exhibit a
decreasing trend in the 1980s. In 1993, they reached a peak, but thereafter, decreased

again. In the last two years, the value of tobacco leaf production has been the lowest in

the period.

Figure 4.2. Volume and value of tobacco leaf production. Mexico, 1980-2005
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Source: Own estimates with data from the Farming Information System (Sagarpa).

The trend of the volume of tobacco leaf production coincides with the trend of
the harvested area (Figure 4.3). From 1998, the harvested area was reduced from 32
thousand hectares to less than 9 thousand in 2005. Given the similarities between the
trends followed by the volume produced and the harvested area, the yield per hectare

has remained stable at around 1.7 metric tons between 1980 and 2005.

One possible factor associated with the reduction in the volume of tobacco leaf
production and in the harvested area in recent years, is the evolution of prices. If
tobacco leaf growers face lower prices, they tend to reduce production. Figure 4.4
shows the close relation between prices per metric ton and the metric tons produced.
In the years in which prices dropped, the volume produced fell. The figures also reveal
that the price has not recovered its 1994 value (the highest in the last two decades).
Another factor that may explain the decrease in the tobacco leaf production from
recent years is the evolution of imports, which have steadily increased since 1996 (see

section 5.1).
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Figure 4.3. Tobacco leaf harvested area and yield. Mexico, 1980-2005
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Source: Own estimates with data from the Farming Information System (Sagarpa).

Figure 4.4. Volume of production and average price of tobacco leaf. Mexico,
1980-2005
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Table 4.2 shows the evolution of the volume of production and the harvested
area by state. In Nayarit, a major tobacco-producing state, there was a reduction in
both harvested area and the volume of tobacco leaf production from the late 1990s. In

2004, Nayarit's tobacco-leaf production represented less than 1 per cent of the state’s
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GDP and about 4 per cent of the state’s primary production. The states of Chiapas and
Veracruz have fluctuated in their tobacco leaf production, although production in
Veracruz has also reduced in the late 1990s.

Table 4.2. Harvested area and volume of production of tobacco leaf by state.
México, 1980-2005

Harvested area Volume of production
( hectareas ) (toneladas )

Ao Chiapas Nayarit Veracruz Chiapas Nayarit Veracruz TOTAL
1980 1,426 29,834 7,142 2,039 76,141 10,553 93,941

1981 1,122 32,788 810 1,604 52,053 1,206 57,987
1982 1,374 36,710 2,063 1,873 61,967 3,437 71,221

1983 1,537 30,876 2,513 2,453 43,005 4,787 53,297
1984 1,267 27,503 197 1,942 37,300 364 41,682
1985 1,818 26,841 2,516 2,474 37,513 5,065 47,826
1986 3,463 35,006 418 4,295 54,607 735 63,247
1987 3,119 27,580 400 2,282 43,823 581 50,496
1988 2,976 31,748 1,836 4,099 53,029 1,565 62,503
1989 542 25,494 2,338 635 45,749 2,580 50,938
1990 110 20,302 402 172 31,230 482 33,941

1991 703 14,084 988 970 25,511 839 29,189
1992 1,969 9,682 1,540 2,561 16,039 1,317 21,290
1993 2,106 31,584 404 3,301 57,831 385 64,285
1994 919 25,940 760 2,058 55,476 628 59,570
1995 15,378 667 25,542 805 27,401

1996 592 20,309 1,509 2,032 37,374 1,891 42,631

1997 930 18,364 1,259 1,631 27,041 1,636 32,204
1998 726 26,401 3,918 1,039 41,788 4,533 48,763
1999 957.5 21,333 2,783 1,663 43,514 3,849 50,567
2000 1,081 18,489 2,643 2,721 38,194 3,485 45,164
2001 1,318 15,969 2,695 2,485 34,418 3,070 40,560
2002 764 9,329 2,266 1,556 17,673 2,612 21,936
2003 951 10,036 1,140 2,079 19,054 1,188 22,437
2004 722 9,533 1,151 1,761 18,388 1,492 21,763
2005 486 6,784 1,198 1,354 12,779 1,859 16,122

Source: Own estimates with data from the Farming Information System (Sagarpa).
4.1.3. Employment in tobacco leaf growing

Most workers hired for tobacco growing are seasonal. In other words, they are
hired only for certain periods. On average, growing tobacco leaf in Mexico requires 150
labor days per hectare per cycle (Grupo Interinstitucional sobre Estudios en Tabaco,
2003). Table 4.3 shows the estimated permanent jobs generated by tobacco growing. It

was assumed that a permanent job is equivalent to 270 labor days (FAO).
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In the 1990s, the number of permanent jobs in tobacco growing followed an
erratic pattern, reaching two peaks in 1993 and 1998. However, since 1998, this
number has decreased steadily. The levels reached in the last four years are the lowest
in the period. In 2005, tobacco growing generated 4,800 permanent jobs, that is, 1.3

million labor days.

Table 4.3. Employment in tobacco leaf growing. Mexico, 1991-2005

Harvested area Total labor days Total permanent jobs
(hectares) (150 labor days / ha.) (270 labor days = 1 permanent job)

1991 16,851 2,527,650 9,362
1992 14,546 2,181,900 8,081

1993 35,995 5,399,250 19,997
1994 28,431 4,264,650 15,795
1995 16,630 2,494,500 9,239
1996 23,094 3,464,025 12,830
1997 21,569 3,235,350 11,983
1998 31,978 4,796,700 17,766
1999 25,983 3,897,375 14,435
2000 22,674 3,401,100 12,597
2001 20,324 3,048,600 11,291
2002 12,447 1,867,088 6,915
2003 12,218 1,832,663 6,788
2004 11,510 1,726,538 6,395
2005 8,580 1,286,925 4,766

Source: Own estimates with data from the Farming Information System (Sagarpa).

The decreasing trend in tobacco-growing employment could be due to
introduction of more efficient technology. Nonetheless, the evolution of the volume of
production is very similar to the evolution of the harvested area and permanent jobs.
As a result, productivity (measured as metric tons per permanent job) has remained
virtually constant. Therefore, the drop in the number of jobs generated by tobacco-leaf
production seems to be a consequence of a general drop in activity, related to the
evolution of prices and the rise in imports since 1998, as explained in the previous
section.

Table 4.4 shows the evolution of employment in tobacco leaf growing by state.
From 1998, there was a fall in the number of permanent jobs generated in Nayarit and
Veracruz. In the state of Chiapas, the number of permanent jobs remained relatively
stable.

It is worth noting that in Nayarit, there have been cases documenting the
utilization of child labor as well as questionable working conditions (Heredia, et al.,
2003).
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Table 4.4. Employment in tobacco leaf growing by state. México, 1991-2005
(number of permanent jobs)

Aho Chiapas Nayarit Veracruz
1991 391 7824 549
1992 1094 5379 856
1993 1170 17547 224
1994 511 14411 422
1995 8543 371
1996 329 11283 838
1997 517 10202 699
1998 403 14667 2177
1999 532 11852 1546
2000 601 10272 1468
2001 732 8871 1497
2002 424 5183 1259
2003 528 5576 633
2004 401 5296 639
2005 270 3769 665

Source: Own estimates with data from the Farming Information System (Sagarpa).
Notes: Labor days required per hectare = 150; 1 permanent job = 270 labor days.

4.2. Industry

4.2.1. Characterization of the tobacco industry

The tobacco industry in Mexico is dominated, as it is worldwide, by a handful of
companies. Two producers control most of the Mexican market: Cigarros La Tabacalera
Mexicana (Cigatam) and British American Tobacco Mexico (BAT). In the early twentieth
century, there were 743 tobacco companies, but by 1975, the industry comprised of
only six (SARH and Tabamex, 1988). In 1997, BAT purchased Cigarrera la Moderna (a
Mexican company established in 1936) and Philip Morris increased its participation in
Cigatam from 29 percent to 49.9 percent thus establishing the current duopoly that
controls the industry. By the end of 2007, Philip Morris will have increased its
participation in Cigatam to 79.9 per cent, since it recently bought an additional share of
30 per cent for 1 billion dollars.

In 2003, Cigatam ranked first in sales with 52.5 percent market share, whereas
BAT ranked second with 43.4 percent market share. That same year, the most well-
positioned brands were Cigatam’s Marlboro and BAT’s Boots with market shares of 29.6
and 14.8 percent respectively. The competition’s market share was 4.1 percent of total
cigarette sales (Euromonitor, 2005).

BAT and Cigatam are the main buyers of Mexican tobacco leaf. Consequently,

their control over cigarette production and marketing extends to tobacco growing as
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well. Recently, the companies seem to be importing a higher share of the tobacco leaf
they use to manufacture cigarettes, probably because it is cheaper (see section 4.1.2).
4.2.2. Production in the tobacco industry

Between 1994 and 2005, the share of the tobacco industry in the manufacturing
sector decreased slightly. In 1994, the production value of this industry represented 1.7
percent of the total manufacturing production value. In 1995, it began to decline.
Consequently, despite the slight recovery observed at the beginning of this decade, the
current value is 1.2 percent (Figure 4.5).

Figure 4.5. Share of production value of the tobacco industry in the
manufacturing sector, 1994-2005
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Source: Own estimates with tabulations from INEGI’s Monthly Industrial Survey.
Notes: Production is estimated at producer price.

The share of tobacco sales in total manufacturing sales followed a very similar
pattern to that of production value (Figure 4.6). This share was 1.7 percent in 1994 and
1.2 percent in 2005. It dropped in the 1990s and then increased slightly.
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Figure 4.6. Share of sales value of the tobacco industry in the manufacturing
sector, 1994-2005
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Source: Own estimates with tabulations from INEGI’s Monthly Industrial Survey.
Notes: Net sales (before VAT) are estimated at producer price. The figures include
national and exports sales.

Production of the tobacco industry is comprised of the output of primary
processing, also called priming, and the output of secondary processing. Priming
includes leaf drying, fermenting, and aging. Secondary processing includes cigarette
production. Most of the production value in the tobacco industry stems from the
production of cigarettes, particularly filtered cigarettes. In the last year, the value of
primary processing represented only 2 percent of the tobacco industry production,
whereas secondary processing represented the remaining 98 percent, with filtered-
cigarette production alone accounting for 87 percent. Figure 4.7 shows that these
percentages have remained rather stable throughout the period under analysis.

Table 4.5 shows the evolution of the value of tobacco primary and secondary
production. It also shows the evolution of the volume of secondary production. In 1997,
the real value of unfiltered-cigarette production began to fall, following the fall in the
value of filtered-cigarette production. As opposed to filtered-cigarette production, which
began to recover in 1999, unfiltered-cigarette production continued to decrease in the
remaining years of the decade. The drop in real value of unfiltered cigarettes observed
in the second half of the 1990s corresponds to a drop in unfiltered-cigarette production.

In the last five years of the period under analysis, the real value of filtered-

cigarette production continued to increase but it did not reach the level it had at the
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beginning of the period. Additionally, production volume of this type of cigarette has

remained relatively stable, decreasing slightly between 2001 and 2004.

Figure 4.7. Composition of the value of tobacco industry production, 1994-

2005
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Source: Own estimates with tabulations from INEGI’s Monthly Industrial Survey.

Notes: From 2001, the unfiltered cigarette category was replaced with a broader category that groups
secondary products other than filtered cigarettes such as tobacco refuse and scrap, and other non-generic
products.

Table 4.5. Evolution of value and volume of tobacco industry production.
Mexico, 1994-2005

Value of production Volume of production
(December 2005 pesos, millions) (million packs)
. . . Primary . .
Vear Tobacco industry Cigarette production processing Cigarette production
Filtered Unfiltered Filtered Unfiltered
1994 30,237 24,059 2,628 880 1,910 760
1995 30,368 23,873 3,157 497 1,879 962
1996 30,024 22,944 3,578 507 1,917 1,079
1997 23,608 17,177 3,162 388 1,939 942
1998 21,712 15,964 2,066 661 2,246 775
1999 22,605 17,028 1,946 657 2,269 706
2000 21,985 16,970 1,763 432 2,220 599
2001 21,014 18,341 428 2,245
2002 22,061 19,527 342 2,192
2003 22,088 19,711 284 2,093
2004 22,240 19,924 278 2,038
2005 24,772 24,663 215 2407
Source: Own estimates with tabulations from INEGI's Monthly Industrial Survey.

Notes: From 2001, the unfiltered cigarette production volume was no longer included in the reports, and

unfiltered-cigarette production value was included in a broader category.
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The value of primary production of tobacco exhibits a sharp drop in 1997. From
1998, despite some variability, it shows a decreasing trend. This is related to the
evolution of tobacco leaf production discussed in the previous section.

The large difference between the value of filtered and unfiltered cigarettes is due
to differences in prices, which in turn, is related to tax rate differences levied on these
products (see section 6.1.2). After the standardization of taxes for both types of
cigarettes in 2002, this gap will likely narrow.

4.2.3. Employment in the tobacco industry

Currently, jobs in the tobacco industry account for only 0.4 percent of all the
jobs in the manufacturing industry. Figure 4.8 shows that this percentage is the result
of a steady decrease that started in 1994, when the percentage was 0.6. In 1996, the
number of jobs in the tobacco industry showed a slight recovery in absolute terms,
associated with the gradual economic recovery of the country.

Figure 4.8. Share of employment generated by the tobacco industry as a
percentage of total manufacturing employment. Mexico, 1994-2005
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Figure 4.9 shows that in the last 15 years, employment decreased in both
primary and secondary processing. In 1994, there were 3,256 workers in priming,
whereas in 2005, there were only 1,825. This represents a 44 percent drop at an

annual average rate of -5 percent. In secondary processing, employment fell 36
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percent, from 5,164 workers in 1994 to 3,323 workers in 2005. This represents an

annual average growth rate of -4 percent.

Figure 4.9. Evolution of employment in the tobacco industry. Mexico, 1994-
2005
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To some extent, it seems that the drop in tobacco industry employment is
related to improvements in the production process. Table 4.6 shows that productivity
increased during the second half of the 1990s. Unfortunately, unfiltered cigarette
production from 2001 to 2004 was not registered, and thus, total production for those
years is underestimated. However, productivity in 2005 is the highest of the period. It
is also important to recognize that cigarette imports have increased since the end of the
1990s (see section 5.1).

Most jobs generated by the tobacco industry focus on cigarette manufacturing.
In the last year of the period, 65 percent of the workers manufactured cigarettes and
35 percent worked in priming (Figure 4.10).

Although the tobacco industry hires an equal number of employees and workers,
for priming it employs more workers, whose jobs are usually less stable and poorly
remunerated. The time series for priming jobs shows a clearly cyclical behavior
associated with tobacco leaf harvesting. The highest employment rates for priming are

from May to July (Figure 4.11).
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Table 4.6. Productivity in cigarette manufacturing. México, 1994-2005

Employment Production Productivity
Year (number of workers) (million packs) (million packs per worker)
(1) (2) (2)/(1)
1994 5,164 2,670 0.52
1995 5,017 2,841 0.57
1996 5,358 2,995 0.56
1997 5,341 2,881 0.54
1998 4,880 3,020 0.62
1999 4,613 2,975 0.64
2000 4,337 2,819 0.65
2001 3,966 2,245 0.57
2002 3,749 2,192 0.58
2003 3,594 2,093 0.58
2004 3,461 2,038 0.59
2005 3,322 2,407 0.72

Source: Own estimates with tabulations from INEGI’'s Monthly Industrial Survey.
Notes: Between 2001 and 2004 unfiltered cigarette production is not included.

Figure 4.10. Composition of employment in the tobacco industry. Mexico,
1994-2005
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5. INTERNATIONAL TOBACCO TRADE

5.1. Evolution of international tobacco trade

International tobacco trade represents a very low percentage of Mexico’s total
foreign trade. In 2005, the value of tobacco imports accounted for only 0.03 percent of
the total imports value, and the value of tobacco exports accounted for barely 0.01
percent of the total exports value.

Table 5.1 shows that throughout 1993-2005, the share of tobacco exports as a
proportion of Mexico’s foreign trade decreased, while the share of tobacco imports
showed an erratic trend. With the exception of the period between 1995 and 1997,
there was a reduction in absolute terms of the real value of tobacco exports. The value
of exports increased during the 1995 recession due to the Mexican Peso depreciation,
which made Mexican products, including tobacco, relatively cheaper. The real value of
tobacco imports fluctuated through the entire 1993-2005 period.

Table 5.1. Tobacco international trade as a share of total international trade.
Mexico, 1993-2005

(December 2005 US dollars, in millions)

Exports Imports
Year Total Tobacco (2) as a % of (1) Total Tobacco (4) as a % of (3)
) (2) (3) “4)
1993 70,652 106.36 0.15 89,024 55.40 0.06
1994 80,789 72.64 0.09 105,297 23.94 0.02
1995 102,695 75.31 0.07 93,558 10.58 0.01
1996 120,393 122.51 0.10 112,185 15.86 0.01
1997 135,357 128.61 0.10 134,570 49.65 0.04
1998 141,883 126.81 0.09 151,333 58.80 0.04
1999 160,999 98.87 0.06 167,616 49.61 0.03
2000 189,753 102.56 0.05 199,249 56.43 0.03
2001 176,470 69.50 0.04 187,163 42.70 0.02
2002 176,143 63.69 0.04 184,483 63.72 0.03
2003 176,237 54.63 0.03 182,408 74.22 0.04
2004 195,773 43.61 0.02 204,904 82.11 0.04
2005 215,695 24.87 0.01 223,333 68.49 0.03
Average 0.07 0.03

Source: Own estimates with data from the International Trade Data Working Group.
Notes: The figures include the value of non-manufactured and manufactured tobacco (cigarettes, cigars,
small cigars, other tobaccos and succedaneums).

The current balance of Mexico’s international tobacco trade is negative. In the
1990s and the early 2000s, the tobacco balance was positive, but the 2002-2005 period
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showed a deficit. Figure 5.1 shows that in 1996, the value of net tobacco leaf exports
began to decrease, and since 2000, the value of tobacco leaf imports has been higher
than that of exports. Further, the value of net exports of cigarettes, cigars, and small
cigars began to drop at the end of the 1990s, with negative values in 2004 and 2005.
The sub item “other tobaccos and succedaneums,” which comprises an insignificant part
of the totality of tobacco trade, had a deficit balance virtually throughout the period

under analysis.

Figure 5.1. Value of net tobacco exports. Mexico, 1993-2005
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Source: Own estimates with data from the International Trade Data Working Group.
Notes: The sub item “other tobaccos and succedaneums” includes blended tobacco and snuff, among other
products.

Figure 5.2 shows the volume of net tobacco exports. A comparison of Figures 5.1
and 5.2 reveals that value and volume of net tobacco exports have followed similar
trends. In the mid-1990s, the volume of all tobacco exports began to fall. The volume
of tobacco leaf exports turned negative in 2000 while the volume of cigarettes, cigars,
and small cigars turned negative in 2004.

Imports of non-manufactured tobacco represent the largest portion of total
tobacco imports. Table 5.2 shows that between 1993 and 2005, the imports of non-
manufactured tobacco represented more than three fourths of the total value of tobacco
imports. It also shows that after the 1994-1995 depression, tobacco leaf imports
recovered, reaching, in the last years, the same levels observed at the beginning of the

period. Imports of cigarettes have increased steadily in the last decade, especially since
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1996. Imports of cigars and small cigars reached a peak between 1997 and 1998 and,

in the last years, increased again.

Figure 5.2. Volume of net tobacco exports. Mexico, 1993-2005
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Source: Own estimates with data from the International Trade Data Working Group.
Notes: The sub item “other tobaccos and succedaneums” includes blended tobacco and snuff, among other
products.

Table 5.2. Value of tobacco imports. Mexico, 1993-2005
(December 2005 US dollars)

Year manl.';lfca,:tured Cigarettes Cigarziggtr:lssmall Other;zZaccos TOTAL
tobacco succedaneums

1993 54,316,638 809 925,612 160,738 55,403,796
1994 20,926,943 1,578,821 1,126,039 308,013 23,939,817
1995 8,087,600 825,246 1,170,251 499,233 10,582,329
1996 13,066,645 309,890 1,787,871 693,489 15,857,895
1997 38,290,533 2,633,100 7,744,828 983,133 49,651,595
1998 47,091,088 2,355,017 8,596,366 758,202 58,800,673
1999 38,019,801 3,797,454 5,391,836 2,404,724 49,613,814
2000 42,752,855 4,612,294 6,686,152 2,382,786 56,434,088
2001 32,143,046 5,075,521 3,997,589 1,483,476 42,699,631
2002 48,850,379 6,145,334 3,980,549 4,740,425 63,716,686
2003 59,332,051 5,842,464 4,714,605 4,328,393 74,217,513
2004 66,063,203 7,148,892 5,369,075 3,525,030 82,106,199
2005 52,046,575 7,214,412 5,608,303 3,624,010 68,493,300

Source: Own estimates with data from the International Trade Data Working Group.
Notes: The sub item “other tobaccos and succedaneums” includes blended tobacco and snuff, among other
products.

In contrast, cigarette exports comprised the largest portion of tobacco exports
until the early 2000s. Table 5.3 shows that between 1993 and 2001, the value of
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cigarette exports was, on average, half the total value of tobacco exports. In 2002, the
value of tobacco leaf exports began to increase in relative terms. Since tobacco leaf
exports decreased gradually in the last years of the period, it appeared that this
increased share was due to a marked drop in the value of cigarette exports, from 59
million dollars in 2000 to 4 million in 2005.

Table 5.3. Value of tobacco exports. Mexico, 1993-2005
(December 2005 US dollars)

Year mam';lfggtu red Cigarettes Cigar(s:igg:lssmall Other;:Zaccos TOTAL
tobacco succedaneums

1993 51,678,500 51,178,675 3,307,111 197,496 106,361,782
1994 31,096,218 37,385,273 4,161,783 460 72,643,734
1995 29,037,070 39,633,529 6,504,544 138,832 75,313,974
1996 55,613,826 54,548,314 11,737,842 607,222 122,507,205
1997 51,015,008 53,191,194 24,167,266 236,295 128,609,764
1998 50,081,098 64,098,114 12,548,820 81,045 126,809,077
1999 42,230,114 51,170,633 5,471,409 305 98,872,461
2000 39,477,390 59,000,185 3,936,566 141,052 102,555,192
2001 29,384,489 35,892,349 4,172,295 48,875 69,498,008
2002 36,703,715 23,623,029 2,952,200 412,720 63,691,665
2003 31,029,733 18,536,797 2,242,619 2,822,368 54,631,516
2004 28,381,555 6,117,159 2,240,987 6,868,999 43,608,700
2005 19,210,962 3,996,611 1,644,298 22,103 24,873,975

Source: Own estimates with data from the International Trade Data Working Group.
Notes: The sub item “other tobaccos and succedaneums” includes blended tobacco and snuff, among other
products.

Table 5.4 shows the evolution of the volume of tobacco imports and exports. A
comparison of tables 5.2 and 5.4 reveals that the value and volume of tobacco leaf
imports exhibit similar trends. In general, that is also the case for the value and volume
of the imports of cigarettes and cigars. However, it is worth noting that the slight
increase in the value of cigar imports registered in the last three years is associated
with a substantial increase in the volume of imports of those products. In this way, its
share of the volume of total tobacco imports has increased, although tobacco leaf
imports still represent a greater share, constituting more than half the volume of total
tobacco imports.

Regarding the exports, a comparison of tables 5.3 and 5.4 reveals that the
volume of tobacco leaf exports has decreased since 1996. Similarly, the volume of

cigarette exports has decreased since the beginning of the current decade, from 9
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million kilograms in 2000 to half a million kilograms in 2005. The volume of imports of
cigars and small cigars also follows the same trend as its value, only in 2003, the
volume increased considerably while the value decreased slightly. Interestingly, the
volume of exports of cigars and small cigars in the last three years has been very high,

even higher than the volume of cigarette exports.

Table 5.4. Volume of tobacco imports and exports. Mexico, 1993-2005

(kilograms)
Other tobaccos and

Year | Non-manufactured tobacco Cigarettes Cigars and small cigars succedaneums

Imports Exports Imports Exports Imports Exports Imports Exports
1993 | 14,593,722 14,101,972 908 4,594,988 13,335 100,594 9,830 125,469
1994 7,728,014 6,758,616 67,591 4,122,056 18,662 92,929 35,240 33
1995 2,377,758 6,805,382 67,769 6,587,620 28,267 153,643 35,103 70,418
1996 4,257,290 15,206,217 13,213 10,241,248 27,906 264,264 74,995 278,092
1997 7,869,986 11,954,788 117,291 9,329,254 134,632 502,696 91,571 22,649
1998 | 10,349,714 12,946,337 61,257 10,426,292 147,577 228,515 133,099 10,627
1999 8,622,710 10,518,398 119,095 8,082,774 97,899 117,273 779,481 10
2000 | 12,124,165 8,817,048 153,383 9,007,467 125,562 81,721 806,860 18,268
2001 10,209,648 7,498,932 230,923 6,275,834 67,010 91,706 466,390 38,406
2002 | 17,347,799 9,436,535 254,198 4,732,558 66,995 64,880 1,535,139 100,274
2003 | 22,287,283 9,032,257 374,621 3,740,907 3,460,451 6,827,576 1,631,249 674,228
2004 | 20,981,329 8,711,917 306,240 1,165,926 6,167,599 3,576,461 1,882,930 1,601,059
2005 | 16,408,216 5,254,055 314,314 525,604 10,035,874 2,959,563 1,818,822 1,278

Source: Own estimates with data from the International Trade Data Working Group.
Notes: The sub item “other tobaccos and succedaneums” includes blended tobacco and snuff, among other
products.

Finally, it is worth noting that between 2004 and 2005, the volume of the net
imports of cigars and small cigars reached the highest levels in the period under study.
In 2004, the volume was near 3 million kilograms, while in the next year, the volume
was slightly more than 7 million. Unfortunately, there is no data regarding the volume
of the production of those products in Mexico, but the pattern followed by the volume of
the net imports suggests that there has been an increase in the consumption of cigars
and small cigars.

5.2. Foreign trade of tobacco: Source and destination

Mexico’s international tobacco trade concentrates on a few countries. Table 5.5
shows that almost half the imports of tobacco leaf come from Brazil, whereas more
than 80 percent of tobacco leaf exports go to the United States. This is observed

whether comparing the value or volume of tobacco leaf imports. Almost 9 percent of
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the volume of tobacco leaf exports goes to Venezuela (455,190 Kg.), but its value is
only 0.2 percent of the value of total tobacco leaf exports. This is due to the fact that

these exports consist of tobacco refuse, which has a low price.

Table 5.5. Source and destination of international tobacco trade. México, 2005

Non-manufactured tobacco Cigarettes Cigars and small cigars
Imports Exports Imports Exports Imports Exports
Germany EU$2005 108,396
Kg. 62,576
Argentina EU$2005 524,579
Kg. 26,481
Brazil EU$2005 22,911,956
Kg. 7,854,360
Cuba EU$2005 3,992,671
Kg. 3,378,412
Chile EU$2005 6,568,318
Kg. 2,285,520
China EU$2005 260,474
Kg. 30,034
Spain EU$2005 439,963
Kg. 1,127,549
United States EU$2005 15,974,012 1,558,284 3,225,988 406,600 477,634
Kg. 4,526,290 69,596 482,231 3,837,038 1,022,859
Greece EU$2005 5,316,858
Kg. 789,096
Malawi EU$2005 4,181,267
Kg. 1,190,400
The Netherlands ~ EU$2005 674,787
Kg. 910,500
UK-North Ireland  EU$2005 563,839
Kg. 34,185
Dominican Rep. EU$2005 503,522
Kg. 182,813
Switzerland EU$2005 4,014,280
Kg. 139,835
Turkey EU$2005 4,311,775
Kg. 1,073,379
Other EU$2005 8,756,403 3,236,950 553,430 510,149 265,547 383,480
Kg. 3,215,461 727,765 44,217 13,339 1,510,062 963,628
TOTAL EU$2005 52,046,575 19,210,962 7,214,412 3,996,611 5,608,303 1,644,298
Kg. 16,408,216 5,254,055 314,314 525,604 10,035,874 2,959,563

Source: Own estimates with data from the International Trade Data Working Group.

Notes: US$2005: December 2005 US dollars, Kg.: kilograms, UK: United Kingdom, Rep.: Republic

The countries included are those for which the value of trade was higher than 5 percent of the value of total
trade.

With regard to manufactured tobacco, just over half of cigarette imports come
from Switzerland. This is observed whether comparing the value or volume of cigarette

imports. In the case of cigars and small cigars imports, roughly 70 percent of its value
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corresponds to imports from Cuba, but the volume of the imports from the United
States is higher than the volume of the imports from Cuba. The volume of the imports
of cigarettes from Germany (20,114 Kg.) and the volume of the imports of cigars and
small cigars from the Netherlands (933,913 Kg.) represent between 5 and 10 percent of
the total volume of imports of each product. However, their values represent less than
5 percent of the total value of imports of each product (3.1 percent in the first case and
0.01 percent in the second case). As for exports, the United States is also the main
destination of cigarettes as is the Netherlands for cigars and small cigars (whether its
value or its volume). 16.5 percent of the exports of cigars and small cigars go to
Taiwan, but its value is only 2.4 percent of the total value of the exports of those
products.

Table 5.5 shows that the value of the tobacco exports — manufactured and non-
manufactured - destined for the United States (US$20 million dollars) is 80 percent of
the total value of tobacco exports (US$24,873,975). The volume of tobacco exports
destined for that country (6,031,380 Kg.) is 70 percent of the total volume of tobacco
exports (8,739,222 Kg.). Interestingly, the volume of tobacco exports destined to the
United States was above 65 percent of the volume of total tobacco exports between
1991 and 1993'?%, that is, before the implementation of the North American Free Trade
Agreement (NAFTA), which established the progressive reduction of tobacco tariffs. This
is not to say that NAFTA did not have any effect on the tobacco market; trade
liberalization may have different impacts. For example, if higher competition due to
trade liberalization reduces prices, consumption may increase (Taylor, et al., 2000).
5.3. Trade restrictions

Since tobacco product imports are subject to special taxation, they provide a
major source of revenue. The same does not hold true for tobacco exports, because
they are tax exempt. The current tax rate is 45 percent of the transaction value for
tobacco leaf imports and 67 percent for cigarettes'®. Nonetheless, imports from some of

Mexico’s commercial partners are subject to preferential rates (for more details, see

2 10 1991, the volume of tobacco exports destined to the United States was 8,214,014 Kg., equivalent to 66
percent of total tobacco exports. In 1992 and 1993, the volume of exports destined to the United States was
8,214,014 Kg. (72 percent of the total) and 4,493,596 Kg. (83 percent of the total) respectively. These
figures were calculated with information from the International Trade Data Working Group. Figures for
imports are not available for those years.

13 The transaction value is the value that the importer pays for the merchandises imported. It includes the
cost of packages, packaging expenditure (salaries and materials), and transportation costs and insurance,
among other costs.
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Appendix 2)'. Currently, all tobacco products from the United States, Canada,
Colombia, and Venezuela are subject to a zero tariff, that is, they are exempt. With the
exception of cigarettes, tobacco products imported from Bolivia and the European
Union, as well as tobacco leaf, cigars, and small cigars from Chile and Japan are also
exempt. Tobacco imports from El Salvador, Guatemala, and Honduras are subject to a
rate that is lower than 25 percent of the transaction value. Tobacco imports from
Nicaragua are currently subject to a rate that is lower than 15 percent of the
transaction value. A zero tariff for Nicaraguan imports has been negotiated to begin in
mid-2007.

5.4. Smuggling

One of the main obstacles to tobacco control is smuggling, since it reduces the
impact of fiscal policy on consumption. By making inexpensive tobacco products
available, the increase of taxes and prices neither reduces consumption nor increases
fiscal revenue. Worldwide, studies estimate that 30 percent of exported cigarettes are
lost due to smuggling (Jha, et al., 1999).

Measuring smuggling is a difficult task due to the illegal nature of the activity.
Generally, smuggling activity is estimated indirectly, which gives inexact estimates but
enables one to approximate the extent of the problem (and its evolution, if the
estimates are conducted over the years). A method to estimate smuggling consists of
calculating total consumption in a country, using survey information (prevalence and
average consumption per smoker). The result is compared to consumption estimated
using aggregate data (production and net imports). The first estimation is intended to
capture illegal and legal consumption, while the second measure only captures legal
consumption. Therefore, differences in consumption estimates may be attributable to
smuggling. A study in Uruguay utilized this method and estimated that smuggling in
Uruguay is 7.2 percent of total sales (Ramos, 2006). The problem with using this
method with Mexican data is that the consumption estimate based on surveys is very
low and implausible. According to the National Addictions Survey (INEGI, 2004),
average consumption per smoker was about 4 cigarettes per day in 2002, the
equivalent to an annual consumption of 23,421 million cigarettes or 1,171 million packs

of 20 cigarettes each (Table 5.6). In the same year, aggregate consumption was 1,968

4 International trade agreements with some of Mexico’s commercial partners (Costa Rica, Uruguay, Iceland,
Norway, Switzerland, and Israel) do not include tobacco products. Therefore, tobacco imports from those
countries are not subject to preferential rates.
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million packs (Table 2.1). Figure 5.3 shows that average consumption of cigarettes
reported on the National Income and Expenditures Household Survey is also relatively
low. As a result of the underreporting of consumption in surveys, it is challenging to
measure the average consumption of Mexican smokers and estimate the extent of

smuggling activity.

Table 5.6. Average consumption of cigarettes per smoker. México, 2002

Cigarettes smoked daily Cigarettes smoked Number of Total number of Total number of
daily (average) smokers cigarettes smoked cigarettes smoked
daily yearly

Does not smoke daily 0.5 7,722,599 3,861,300 1,409,374,318
From1to5 3 5,513,258 16,539,774 6,037,017,510
From6to 10 8 1,668,638 13,349,104 4,872,422,960
From 11 to 20 15 906,336 13,595,040 4,962,189,600
More than 20 30 560,770 16,823,100 6,140,431,500
Total 16,371,601 64,168,318 23,421,435,888

Source: Own estimates with data from the National Addictions Survey (INEGI, 2004).

Euromonitor (2005) mentions that between 1999 and 2004, cigarette smuggling
in Mexico was 12 percent of total sales — 12.2 percent in 1999, 11.6 percent in 2000,
11.4 percent in 2001, 11.1 percent in 2002, 11.6 percent in 2003, and 11.9 percent in
2004. Unfortunately, this report does not explain the methodology used to estimate
those figures. However, they give us an idea of the magnitude of smuggling in Mexico
and of its evolution in the last years. Interestingly, after taxes increased in 2002,
smuggling did not increase. Moreover, section 6.1.3 shows that fiscal revenue increased
between 2002 and 2005.
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Figure 5.3. Average consumption of cigarette packs per smoker household per
month. México, 1994-2005.
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Source: Sdenz de Miera, et al., 2007.
Notes: Smoker household = household with expenditure on cigarettes.
Vertical lines represent confidence intervals at 95 percent.
Packs of 20 cigarettes.

It is important to note that smuggling is one issue that has yet to be regulated in
Mexico (see section 1.2). At the end of 2006, the Health Committee in Congress
presented an initiative to establish tax stamps on cigarette packages. However, it was

dismissed?>.

5 In April 2005, a similar initiative had been approved and was expected to be implemented in the beginning
of 2006. However, it was revoked at the end of 2005.
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6. PRICES, TAXES, AND TAX COLLECTION

6.1. Taxes and tax collection

6.1.1. Fiscal obligations for the tobacco industry and tobacco products

The tobacco industry is liable to pay an income tax (IT), an assets tax (AT), and
a special production and services tax (SPST). Additionally, like most goods and
services, tobacco products are subject to the value added tax (VAT).

All individuals and companies are liable to pay IT. The highest IT rate in effect is
29 percent of the value of income. Companies and individuals that conduct
entrepreneurial activities pay AT which is 1.25 percent of the value of assets. The SPST
has been in effect since 1981. It is paid by manufacturers and importers of
manufactured tobacco, beverages, gasoline, and diesel. The current SPST rate varies by
product and by specifications. The following section discusses the current rate levied on
manufactured tobacco as well as its evolution. Lastly, all individuals and companies that
sell goods or provide services must pay VAT which is 15 percent of the price to the
consumer?®,

The IT and the AT belong to the so-called “direct tax” category because they
directly affect the wealth of individuals. In contrast, both the SPST and the VAT are
indirect taxes, because the burden is passed onto a third party. In the case of SPST,
wholesalers (like tobacco companies) pass the burden onto retailers. In the case of
VAT, retailers pass the burden onto the final consumer, or the persons or companies
that buy the goods or services. However, no matter who pays the taxes from the
accounting point of view, they generally affect the prices consumer face. The effective
distribution or incidence of the taxes between the consumer and the taxpayer is
determined by market conditions.

According to Table 6.1, in Mexico, IT is the main source of tax revenue, followed
by VAT. In 2004, tax revenue from IT and VAT was 45 and 37 percent respectively.
Also in that year, revenue from SPST was 11 percent.

Tobacco import taxes are discussed in section 5.3.

6 The rate of VAT can vary. For example, for goods and services sold in the frontier region, VAT is 10
percent. Additionally, for some goods such as medicines, VAT is 0 percent.
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Table 6.1 Tax revenue by source. Mexico 2004

(December 2005 Pesos, in thousands)

Tax Tax revenue

Income Tax 366,661,208 44.9%
Value-Added Tax 302,194,224 37.0%
Special Production and Services Tax 90,664,624 11.1%
Import Tax 31,241,692 3.8%
Other 26,740,846 3.3%
Total tax revenues 817,502,595 100.0%

Source: Own estimates with data from the Public Finance and Public Debt System (SHCP).
6.1.2. The specific tax on tobacco

In 1981, the year SPST was implemented, the rate established for unfiltered
cigarettes, cigars, and other manufactured tobacco products was much lower than that
for filtered cigarettes (Figure 6.1). The SPST levied on unfiltered cigarettes, cigars,
and other manufactured tobacco products was 20.9 percent of the price to the retailer
while the SPST levied on filtered cigarettes was 139.3 percent. In December 2001,
Mexican authorities agreed to make the tax rates on filtered and unfiltered cigarettes
consistent with each other. In 2002, the tax on unfiltered cigarettes increased from
20.9 to 60 percent. Each year, that tax would continue to increase (to 80 percent in
2003 and to 100 percent in 2004) until it reached 110 percent in 2005.

The tax on filtered cigarettes has seen significant fluctuations in the last three
decades. From 1981 to 1985, the SPST on filtered cigarettes was 139.3 percent. It
increased to 180 percent in the three years that followed and decreased to 160 percent
in 1989-1990. In 1991, it went back to 139.3 percent where it remained until 1994. Its
most important drop occurred in 1995, when it fell to 85 percent. This rate remained
unchanged until 2000, when it went up to 100 percent. Since then, this tax continued
to increase (to 105 percent in 2002 and to 107 percent in 2003) until it reached 110
percent in 2004.

In 2006, SPST on cigarettes remained at 110 percent, but at the end of the
year, new gradual increases were approved. In 2007, the SPST rate on cigarettes would
be 140 percent. It will increase to 150 percent in 2008 and to 160 percent in 2009. For
the first time in 25 years, an increase in tax rates on cigars and other manufactured

7 The sub item “other manufactured tobacco products” includes sifted tobacco, shredded tobacco, rolling
tobacco, chewing tobacco, and snuff, among other products.
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tobacco was also approved. In 2007, the SPST rate on cigars and other manufactured
tobacco would be 140 percent. It will increase to 150 percent in 2008 and to 160
percent in 2009. Cigars and other manufactured tobacco made entirely by hand are
taxed at a much lower rate. In 2007, the tax is 26.6 percent. It will increase to 28.5
percent in 2008 and to 30.4 percent in 2009.

Figure 6.1. Specific tax on manufactured tobacco. Mexico, 1981-2009
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Source: Own estimates with data from the SPST and VAT Laws.

Another way of measuring the SPST is as a percentage of the final price of
cigarettes. This estimate gives a better idea of its magnitude. Table 6.2 shows that this
year’s SPST is 50.7 percent of the cigarette price to the consumer. Since cigarettes are
also subject to VAT, the joint burden represents 63.8 percent of the final price. As a
result, if the consumer pays 20 pesos for a pack of cigarettes, 10 pesos correspond to
SPST and 3 pesos to VAT. It is worth mentioning that the SPST is included in the
taxable base for the VAT (the VAT is a percentage of the producer price plus the
amount calculated for the SPST). In 2009, SPST will represent 53.5 percent of the final
price and the joint burden (SPST and VAT) will be 66.6 percent.

It is evident that the last tax reform has significantly advanced tobacco control in
Mexico. However, the burden for 2009 is still much lower than that of developed
countries, where it reaches as much as 75 percent of the price to the consumer, and of
other Latin American countries like Chile, where the specific tax is 60.4 percent and the
total burden is 76.4 percent (Debrott, 2006).
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Table 6.2. Specific tax on manufactured tobacco. México, 2000-2009

SPST SPST SPST+VAT
Year % of the price to the retailer % of the price to the consumer
2000 100.0% 43.5% 56.5%
2001 100.0% 43.5% 56.5%
2002 105.0% 44.5% 57.6%
2003 107.0% 44.9% 58.0%
2004 110.0% 45.5% 58.6%
2005 110.0% 45.5% 58.6%
2006 110.0% 45.5% 58.6%
2007 140.0% 50.7% 63.8%
2008 150.0% 52.2% 65.2%
2009 160.0% 53.5% 66.6%

Source: Own estimates with data from SPST law.
Notes: If P denotes the price per pack to the final consumer and SPST and VAT denote the taxes, we can

VA IEPS
easily estimate that: VATasa % of P=————and SPSTas a % of P =

(1+ IVA) (1+ IVA)(1+ IEPS)

VAT is assumed to be 15 percent of the price to the consumer.

6.1.3. Revenue from the specific tax on tobacco

Revenue from the SPST on tobacco decreased between 1993 and 1998 and then
recovered, increasing until 2004 (Figure 6.2). In 2002, the revenue generated by the
SPST was the highest it had been in ten years. The data suggests that the increase in
the tax rate for cigarettes led to this increase in revenue, while the fall in the tax rate in
the mid-1990s led to the reduction in revenue. This finding is important because the
tobacco industry has argued that an increase in tobacco taxes could have a negative
effect on fiscal revenue because, for example, it might encourage smuggling. However,
the increase in taxes in 2002 was accompanied by a sustained increase in fiscal

revenue.
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Figure 6.2. Specific tax on manufactured tobacco and tax collection. Mexico,
1991-2005
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Source: Own estimates with data from the Ministry of Finance and Public Credit and the SPST law.

Figure 6.3 shows the share of SPST collection on tobacco as a percentage of
total tax collection and Gross Domestic Product (GDP). In the first case, the share has
remained relatively stable, but erratic, whereas in the second case, the share has
remained much more stable. For the greater part of the 1990s, the decrease in SPST
collection was associated with an increase in GDP and total fiscal revenue, with the
exception of the year of the crisis when they also decreased. The recovery observed in
the last years of the period seems to be due to an increase in SPST collection on
tobacco in absolute terms, because both GDP and total tax collection rose. On average,
throughout the period under analysis, SPST collection on tobacco accounted for 1.5

percent of the total tax collection and 0.2 percent of the GDP.

6.2. Prices
6.2.1. Cigarette prices

The price indices created by Mexico’'s Central Bank are essential to
understanding the evolution of prices, including those of specific products. To calculate
these indices, pricing data is collected on more than 250 consumption categories, which
group over a thousand products — cigarettes included — in 46 cities. In the case of
cigarettes, index calculation was based on the price per pack of cigarettes for over 15

brands at various points of sale. Such an index measures the average variation in prices
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in a given period against prices in a control period to determine the general behavior of

nominal prices per cigarette pack.

Figure 6.3. Tax collection from the specific tax on manufactured tobacco as a
share of GDP and total fiscal revenues. Mexico, 1991-2005
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Source: Own estimates with the following data: GDP from INEGI; SPST collection on manufactured tobacco
from the Ministry of Finance and Public Credit; Tax revenues from the Public Finance and Public Debt System
(SHCP).

Figure 6.4 shows the evolution of the real price of cigarettes in the past 25
years, constructed by adjusting nominal prices with the general price index, and its
relation with the SPST. The data suggests that the reductions in the SPST were a major
influence in the reductions in the real price of cigarettes. The lag in the reductions in
the real price of cigarettes may be attributed to the way in which tax affected existing
inventories of the product. In 1995, the SPST fell from 139.3 percent to 85 percent of
the price to the retailer. Two years after, the real price of cigarettes decreased in a
similar fashion. Between 1987 and 1990, there was another drop in real prices, which
coincides with a gradual reduction in the SPST. Correspondingly, the increase in the real
price of cigarettes in recent years is related to an increase in the SPST. It seems that
the tobacco industry passes much of the burden of tax increases to the final consumer

through price increases, but it is necessary to analyze this relationship in greater detail.
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Figure 6.4. Cigarette prices and the specific tax on manufactured tobacco.
Mexico, 1980-2005
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Source: Own estimates with price data from the Bank of Mexico and SPST data from the SPST law.

An international comparison of price affordability showed that Mexico ranked
25" in a list of 30 countries ordered according to the price of a pack of Marlboro
cigarettes in 2001, from most expensive to least expensive (adjusted by purchasing
power parity). In general, prices are higher in wealthier countries and in countries with
strong tobacco control programs (Guindon, et al., 2006). Recent increases in the price
of cigarettes in Mexico may have narrowed the gap with respect to some countries, but
the price is still significantly lower than that in other countries. For example, in Hong

Kong the price was 4 times higher, while in Canada it was 2 times higher (Table 6.3).
6.2.2. Price as a determinant of consumption

Economic theory stipulates that demand for a given product depends on various
factors, including price, consumer income, tastes and preferences, and some specific
attributes of the product. Most studies on tobacco demand have shown that price is a
significant determinant of consumption: when prices increase, consumption decreases.
In contrast, income has proven to have a positive effect on consumption (Chaloupka, et
al., 2000).
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Table 6.3. Affordability of cigarette prices in 30 countries
(Marlboro prices, March 2001: pack of 20 at purchasing power parity)

Country Price Country (continued) Price
China, Hong Kong 712 Spain 2.48
New Zealand 6.23 Japan 2.42
Australia 5.74 Malaysia 2.42
United Kingdom 5.42 Czech Republic 24
Canada 4.02 Thailand 217
Sweden 3.86 Russian Federation 2.03
United States of America 3.71 Chile 2.02
China 3.34 Hungary 1.97
Italy 3.31 Switzerland 1.87
Singapore 3.31 Mexico 1.74
Denmark 3.28 Argentina 1.73
France 3.02 Republic of Korea 1.61
Germany 2.94 China, Province of Taiwan 1.45
South Africa 2.72 Brazil 1.23
Poland 2.58 Indonesia 1.08

Source: Guindon, et al. (2006).
Notes: Marlboro or nearest equivalent brand.

Figure 6.5 shows the relationship between cigarette consumption per adult and
the real price of cigarettes between 1980 and 2005. In general, consumption decreased
throughout the period whereas the real price of cigarettes — despite significant
variability — showed an increasing trend. As mentioned in the previous section, there
was a drop in the real price of cigarettes in the second half of the 1980s and still
another in 1997.

Figure 6.6 shows the relationship between cigarette consumption per adult and
average disposable income per adult. GDP was used as an indicator of the latter. This
figure shows that up until the mid-1990s, income, as well as consumption, exhibited a
decreasing trend. Between 1980 and 1996, the fall in income was 23 percent. From
1997, income began to recover while consumption continued to decrease. In 1997-
2005, income grew 18 percent.

To formally identify the relationship between tobacco price and tobacco
consumption, it is necessary to estimate price elasticity of demand, which measures
demand sensitivity to price changes. In other words, it shows how changes in price

affect tobacco consumption.
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Figure 6.5. Cigarette pack consumption per adult and real price. Mexico, 1980-
2005
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Source: Own estimates with data from Figure 2.1 and price data from the Bank of Mexico.
Notes: Total consumption = national production + (imports - exports).

Consumption per adult = total consumption / population aged 15 years and older.
Between 2001 and 2004, national unfiltered cigarette production is not included.

Figure 6.6. Cigarette pack consumption and real income per adult. Mexico
1980-2005
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Source: Own estimates with data from Figure 2.1 and GDP data from INEGI.
Notes: Total consumption = national production + (imports - exports).
Consumption per adult = total consumption / population aged 15 years and older.
Between 2001 and 2004, national unfiltered cigarette production is not included.

Studies on tobacco demand in other developing countries have found that price
elasticity ranges from -0.6 to -1.0 (Jha, et al., 1999). In Mexico, based on household

surveys, estimates have found a price elasticity of cigarette demand of -0.5 (Jiménez,
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et al., 2007). This means that if price increases by 10 percent, consumption will
decrease by 5 percent. The estimated income elasticity is 0.5; hence, a 10 percent
income increase will result in a 5 percent increase in cigarette demand (Table 6.4).

To estimate the price elasticity presented in Table 6.4, a two part model was
employed. In the first part, a Probit model was used to model the decision to smoke or
not, and the price elasticity of smoking participation was estimated. In the second part,
a log-log model was used to model the decision of the quantity for those households
who decided to smoke, and the conditional elasticity of consumption was estimated.
The total price elasticity was calculated by summing up together the elasticity of

participation and the elasticity of the quantity.

Table 6.4. Price and income elasticities. México

Price Income
elasticity Elasticity
Elasticity of smoking participation: -0.06 * 025 ***
Conditional elasticity of cigarette consumption: -0.45 *x 0.25 ***
Total elasticity: -0.52 0.49

* p < 0.1, ** p < 0.05, ***p < 0.01

Source: Jiménez, et al. (2007)

6.3. Effect of increased special tax on cigarettes

Given that the price elasticity for cigarettes is inelastic, that is, its absolute
value is lower than one, fiscal policy not only reduces consumption but also raises fiscal
revenue. This occurs because the reduction in consumption is proportionately lower
than the increase in prices. To analyze the effect of increased cigarette prices on tax
collection, we carried out the simulation presented in Table 6.5. An important
assumption for the simulation was that the industry uses a constant return per
cigarette pack. In other words, the industry passes the entire burden of the increased

tax onto the consumer (through price increases)*®.

18 Actually, the extent to which the increase in tax is reflected in an increase in the final price depends on
several factors. Nevertheless, Chaloupka, et al. (2000) maintain that given the addictive nature of cigarettes
and the oligopolic structure of the tobacco industry in most countries, prices increase by the same — or
greater — proportion as cigarette taxes.
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Table 6.5. Simulation of the effect of increased SPST on consumption and tax
collection. Mexico

Base year: 2006 18% 36%
SPST (as a % of the price to the retailer) 110% 160% 248%
SPST (as a % of the price to the consumer) 45.5% 53.5% 61.9%
SPST + VAT (as a % of the price to the consumer) 58.6% 66.6% 75.0%
Price per pack (2004 pesos) 18.3 22.7 30.3
Change in consumption -12.4% -34.1%
Change in SPST collection 27.5% 48.4%

Source: Own estimates with data of consumption from Figure 2.1, data on taxes from Table 6.3, and data of
tax collection from Figure 6.2.

Notes: We assumed that the producer passes the tax burden on to the consumer. Consequently, their profit
remains unchanged.

The average price per pack was estimated with data from the National Income and Expenditures Household
Survey (INEGI).
Price elasticity of consumption = -0.5 (Jiménez, et al., 2007).

The 18 percent increase in SPST as a percentage of the price to the consumer
corresponds to the SPST established for the year 2009. In that case, the reduction in
consumption was estimated at 12.4 percent and the increase in tax collection at 27.5
percent. The 36 percent increase in SPST represents the increase that would bring the
joint burden of SPST and VAT to 75 percent of the price to the consumer, as is the case
in some developed countries. In that case, the reduction in consumption is estimated at

34 percent and the increase in tax collection at 48 percent.

According to the results shown in section 2.3, lower income households are least
likely to report tobacco expenditures. Therefore, the increase in SPST would tend to be
progressive, that is to say, lower income households would pay relatively less tax than
high income households. However, it was also shown that lower income households
allocate a higher portion of their total expenditure to cigarettes, which may reverse said
effect of an increase in SPST. The incidence of tax increases among different income
groups will depend on the relative price elasticity. Even though there are no estimations
of price elasticity for different income groups in Mexico, studies have shown that lower
income groups tend to be more sensitive to price changes (Jha, et al., 1999). This
means that if the price increases, they will reduce their consumption relatively more
than higher income groups. For that reason, the increase in SPST would tend be

progressive.
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Studies have also shown that price elasticity for young people tends to be more
elastic. An increase in SPST would tend to reduce adolescent consumption relatively
more than adult consumption (Pinilla, 2002).

Finally, it is worth mentioning that the increase in taxes was the most cost-
effective out of four tobacco control interventions to reduce tobacco consumption in
Mexico: 1) increase in taxes, 2) ban on advertising, 3) establishment of smoke-free
places, 4) provision of nicotine replacement therapy (Gonzalez, et al., 2006).
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CONCLUSIONS AND RECOMMENDATIONS

Several studies have shown that tobacco consumption is detrimental for
population health. Those who smoke one pack a day will inevitably end up ill and die a
premature death. The yearly cost of medical care for any disease attributable to
tobacco consumption is exponentially higher than any possible contribution made by a
tobacco user in a year.

There is evidence that the tobacco epidemic is spreading to developing
countries, where the economic burden attributable to tobacco use is even heavier (Jha,
et al., 1999). Current public health activities aim to reduce this burden through
prevention, health promotion, and a more efficient public healthcare provision.

In Mexico, smoking prevalence has remained stable since the end of the 1980s.
Prevalence among men is more than twice as high as prevalence among women.
However, there are no differences in smoking prevalence between adolescent men and
adolescent women. Therefore, smoking prevalence among women is likely to increase
in the coming years. Additionally, costs attributable to tobacco use present a strain on
the health system:

e Currently, 1 in 4 Mexicans aged 12-65 smoke, or 23.5 percent of the

population in that age group.

e Tobacco use prevalence among secondary students is 24.9 percent: 25.1
among men and 23.3 percent among women.

e Age at initiation of consumption has decreased from 20.6 for those born in
1930 to 16.6 for those born in 1975-1978.

e Low income households allocate a higher proportion of their total
expenditures to cigarettes. In general, expenditures on tobacco create a
burden for low income households since they reduce the financial resources
available for essential goods such as food.

e For the Mexican Institute of Social Security (IMSS), medical care costs for
diseases attributable to tobacco use amount to 7 billion pesos each year, or 5
percent of IMSS’s operating expenses in 2004. For other institutions such as
the Ministry of Health, the cost of treating tobacco-related disease could
consume over 11 percent of its budget.

It has often been argued that tobacco control policies have adverse economic

effects since they negatively affect tobacco production and employment. However,
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tobacco plays a rather small role in the Mexican economy, not only in the agricultural
and manufacturing sectors but also in the trade balance. The data also suggests that
this role has been decreasing in recent years. This drop could be associated with the
activities of the tobacco industry (e.g., increase in tobacco leaf imports):

e Mexico is not among the main tobacco leaf producers of the world. Tobacco
production represented only 0.25 percent of global production in 2005.

e In the last year, the share of the value of tobacco leaf production in the
primary sector was merely 0.1 percent, and the share of the value of
manufactured tobacco in the manufacturing sector was only 1.2 percent.

e Most jobs generated by tobacco leaf production are temporary. Currently,
this sector generates roughly 5,000 jobs, which is slightly more than half the
jobs generated by this activity at the beginning of the current decade.

e Between 1994 and 2005, the number of jobs in primary and secondary
tobacco processing decreased by approximately 5 percent. At present, this
sector employs around 5,000 people.

e In recent years, Mexico has become a net tobacco importer of tobacco leaf,
cigarettes, and cigars. Since 2002, the tobacco balance has been negative.

The experience of other countries has demonstrated that the most effective
measure to reduce tobacco consumption is to increase prices through taxation. This
report shows that in Mexico, heavier taxation not only reduces tobacco consumption but
also increases revenue.

e A 10 percent increase in SPST could reduce consumption by 5 percent.

e When a tax increase on cigarettes was implemented in 2002, there was no
evidence that smuggling increased. During that period, governmental
revenue actually continued to increase (in real terms).

Despite the gradual increase in the specific tobacco tax that was legislated at the
end of 2006, the tax burden is still below that of developed countries, where it reaches
75 percent, and of countries with similar revenues such as Chile. Additionally, the
current rate is lower than the maximum rate in the 1980s. It is also important to
understand that increased taxes often have greater impact on adolescents and young
adults. These age groups are more sensitive to price changes than adults (Pinilla,
2002).
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Finally, regulations concerning advertising, packaging and labeling, smuggling

control, disclosure of tobacco product contents, and nonsmoker protection are still a far

cry from the international standards established by the FCTC. To comply with FCTC

provisions on the dates established, the Mexican government, its institutions working in

tobacco control, and civil society should promote an amendment to the current

legislation to accomplish the following:

Implement 100 per cent smoke-free areas — indoor workplaces (including
bars and restaurants), schools (including higher education institutions),
public transportation, sporting and cultural indoor places.

Ban all advertising and sponsorship of sporting and music events by tobacco
companies — including free cigarettes and other gifts with messages
designed by the tobacco industry.

Implement graphic warnings on all tobacco product packages.

Impose on the tobacco industry the obligation to analyze and disclose the
contents of tobacco products and emissions. This should include all domestic
and imported products.

Ban the use of misleading phrases/words in tobacco packs and labels such as
“light” or “ultralight”.

Ban the production and distribution of candies, toys and other products with
tobacco products characteristics, which may be appealing for minors.
Implement tax stamps on cigarette products and other mechanisms to
prevent smuggling.

Include in basic education curricula lessons on the risks of tobacco.

Together with fiscal measures, where marked progress has taken place, the

above recommendations are essential to reduce tobacco use and exposure to

secondhand smoke. Only a comprehensive tobacco control policy will reduce the

morbid-mortality attributable to tobacco.
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