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The Regulatory Impact Analysis Must Consider the Benefits of the Likelihood that the 
Regulated Companies will Pass the Costs of Compliance on to Smokers, which Will Raise 

the Cost of the Regulated Products, thereby Reducing Consumption and 
Improving Health   
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The U.S. tobacco companies have a long history of passing increased costs through to 
consumers, as recently evidenced by the large price increase following the Master Settlement 
Agreement (Alamar, Mahmoud, and Glantz, 2003).  The companies also often increase 
wholesale prices concurrently with excise tax increases by more than the amount of the tax 
increase to maintain revenue streams in the face of price-induced declines in consumption (Sung, 
Hu and Keeler, 1994; Keeler and Hu et al., 1996; Chaloupka and Cummings et al., 2002; Hanson 
and Sullivan, 2009; Sullivan and Dutkowsky, 2012). 

The required pre-market application, warning labeling, and point-of-sale advertising in the FDA 
proposed “deeming rule” will impose costs of compliance on the deemed tobacco products 
including cigars, pipe tobacco, hookah tobacco, electronic cigarettes, and other novel tobacco 
products, Given the above-mentioned history that tobacco companies often pass increased costs 
to consumers, these costs of compliance are likely to be passed through to consumers and 
consequently would result in a reduction in tobacco use. The Regulatory Impact Analysis of 
the FDA deeming rule must consider the benefits of such price increases on tobacco use 
and health.   

An extensive literature has shown that in response to a 1percent increase in cigarette prices, 
overall cigarette consumption among adults would fall by somewhere between 0.3 and 0.7 
percent, with about half of the reduction being attributed to the reduced number of current 
smokers and half attributed to the reduced number of cigarettes consumed per smoker   
(Chaloupka and Warner, 2000; Gallet and List, 2003; CBO, 2012). Therefore, these price 
increases will reduce consumption of the regulated tobacco products, which will, in turn, have 
positive health effects for the public and even lead some consumers to stop using the regulated 
products.  Because youth smokers alter their overall cigarette consumption more in response to 
price changes than adult smokers do, with their price elasticity of cigarette demand estimated to 
be between -0.5 and -1.5 compared with -0.3 to -0.7 for all adults, increased prices will also deter 
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some youth from initiating use of the regulated products (Ross and Chaloupka, 2004; Decicca 
and Kenkel D et al., 2008). 

These responses would generate benefits associated with improved health and longevity. 
The Regulatory Impact Analysis completely ignores these important public health benefits. 
A fair and balanced analysis must contain these effects. Furthermore, the RIA assumes 
that the industry will bear substantial costs from the deeming rule, when, based on their 
past responses to increases in cigarette costs, they are likely to pass all these costs along to 
consumers and bear none of the costs. 
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