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ABSTRACT

Background Tobacco companies may attempt to
minimise the impact of tobacco tax increases on
consumers by gradually passing on the price rise over
several months. This study examined whether there was
evidence of large Australian tobacco retailers engaging
in this practice (known as cushioning) over a period
including both routine indexation and large annual
tobacco excise increases.

Methods Advertised prices of nine factory-made
cigarette (FMC) and nine roll-your-own tobacco (RYO)
products were recorded from two stores monthly from
December 2016 to December 2019. Per cent change in
price from the previous month was analysed for FMC
and RYO products, controlling for year, month, tobacco
company and supermarket chain.

Results Significant main effects of month were
observed for FMC and RYO products (both p<0.001).
Large, significant average increases in per cent change in
price were observed in September for FMC (6.51%) and
RYO (11.45%) products, the month of the annual excise
increase and prices also significantly increased in October
(FMC: 3.01%; RYO: 1.91%). Significant increases were
also observed in the months after the March annual
routine indexation: by 1.10% in May for FMC products
and by 1.09% in April for RYO products.

Conclusion This study has demonstrated evidence of
cushioning of tax increases of FMC and RYO products

in large Australian supermarkets. The monthly per cent
change in price significantly increased several months
after routine excise indexation and in the 2 months
following a large annual excise increase. Further research
with a larger sample of products and stores is needed to
confirm these findings.

BACKGROUND

Tobacco taxation is a fundamental tobacco control
policy," with extensive evidence of increases in
tobacco prices reducing demand among both adults
and youth.” Taxes on tobacco in Australia include
excise duty (or excise-equivalent customs duty) on
every cigarette and on each gram of smoking tobacco
and a 10% goods and services tax.’ Tobacco excise
is indexed twice yearly in Australia—in March and
September, in line with changes in national average
weekly earnings. Additional 12.5% increases in
excise duty have been applied each year since
2013.% From 2017, further increases to the excise
duty on loose tobacco were implemented to reduce
the gap in taxation between factory-made cigarettes
(FMCs) and cigarettes made from roll-your-own
tobacco (RYO).* Excise comprises approximately
65%, and Goods and Services Tax (GST) a further
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9.1%, of the sale price of the leading brand of ciga-
rettes in Australia.’

The Australian tobacco market is highly differ-
entiated in terms of price segments, pack sizes and
multipack configurations, offering a confusing range
of price points and volume discounting.’ ¢ These
pricing strategies make it difficult for consumers to
compare prices per stick or gram and the relative
change in price of different products. Even after
a tax increase, less expensive options are almost
always available for smokers—either a product that
is cheaper per stick or gram or a smaller product
that costs less upfront.”” Supermarkets are the
largest purchase channel in Australia."” Tobacco
products in supermarkets are usually sold below
recommended retail price with prices fluctuating
across the year."' 12

Sudden ‘shock’ price increases are thought to
have a greater effect on reducing consumption
than increases that are gradually introduced.” In
other countries such as the UK, tobacco companies
have engaged in strategies apparently designed to
minimise the impact of tax increases by gradually
passing them on to consumers.”*™* By adding a
small proportion of the price increase over several
months before and/or after the tax increase, rather
than all at once on the date on which the tax
increase comes into effect, they ‘cushion’ the effect
of the tax increase on the consumer.

This study aimed to explore the extent of
cushioning in the Australian tobacco market in
a major retail channel over a period of large tax
increases. Between January 2017 and December
2019, tobacco excise increased in Australia
on six occasions. A small increase (indexation
only) occurred on 1 March of each of the 3
years, in line with the change in average weekly
earnings over the previous 6 months. A much
larger increase occurred on 1 September each
year reflecting not just indexation but also
the legislated 12.5% annual increases and the
additional increase in the excise duty on RYO
tobacco. Average increases were approximately
1.4% in March. September increases averaged
13.8% for FMC products and 17.6% for RYO
products.’® Recommended retail prices (RRPs)
of the products monitored in this study, where
published by Australia’s retail tobacco traders
association,'” increased over the study period
by 2.1% and 1.7% on average in March for
FMC and RYO products, respectively. Increases
in RRPs in September averaged 9.0% for FMC
products and 15.3% for RYO products. As excise
is only a component of the final retail price,
total price increases would be expected to be
less in percentage terms than that of the excise

BM)

Bayly M, et al. Tob Control 2022;31:671-674. doi:10.1136/tobaccocontrol-2020-056385 671


http://tobaccocontrol.bmj.com/
http://orcid.org/0000-0001-8072-783X
http://orcid.org/0000-0002-6583-4730
http://orcid.org/0000-0002-6183-5699
http://crossmark.crossref.org/dialog/?doi=10.1136/tobaccocontrol-2020-056385&domain=pdf&date_stamp=2022-08-12

Brief report

increase, if manufacturer and retail margins were maintained
in dollar terms.

METHODS

From December 2016 to December 2019, we conducted monthly
checks of the advertised prices of sentinel tobacco products in an
outlet of each of the two largest Australian supermarket chains,
located in low socioeconomic status suburbs in Melbourne. We
recorded the price of nine FMC and nine RYO products in both
supermarkets from brands popular among Australian smokers
or prominently promoted within stores.'® Prices were recorded
in the third week of each month to ensure any intended changes
associated with the excise increases at the start of the month
had been implemented by the stores. The same brands and pack/
pouch sizes were recorded in each month. Three FMC and three
RYO products from each of the three major tobacco companies
operating in Australia were selected, including one product from
each main market segment from each company: budget, main-
stream and premium. The selected products were Benson &
Hedges 20s, Bond Street 25s, Horizon 50s, JPS 25s, Marlboro
25s, Peter Jackson 30s, Peter Stuyvesant 20s, Rothmans 235s,
Winfield 25s, Choice 25 g, Craftsman 25 g, Drum 50 g, JPS 25
g, Longbeach 55 g, Port Royal 25 g, Rothmans 20 g, White Ox
25 g and Winfield 50 g.

Of a potential 1332 observations (two tobacco types X three
companies X three market segments X two supermarkets in
each of 37 months), 1268 pack prices were able to be recorded
(monthly minimum=31, maximum=36). Prices from at least
one supermarket were available for each of the products for
all months other than January—April 2017 (one RYO product
missing) and November and December 2019 (one RYO product
missing).

Analysis

Per cent change in pack price from the previous month was the
unit of analysis, calculated for 1237 observations from January
2017 to December 2019. Products were coded by tobacco type,
supermarket chain and tobacco company, and month and year
identifier variables were created. Linear regression analysis was
performed to examine differences in per cent change in pack
price by month, controlling for year, tobacco company and
supermarket chain. An initial model showed a significant inter-
action between month and tobacco type (F(11 1209)=5.00,
p<0.001); therefore, the analysis was stratified by tobacco type.
August was used as the reference month, having the smallest
average price change for FMC and RYO products. Tests of main
effects of categorical variables (month and tobacco company)
were performed, and adjusted average per cent changes in
pack prices were produced for each month using the margins
command. Analysis was undertaken in Stata/MP V.14.2.

RESULTS

Table 1 shows significant main effects of month on per cent
change in advertised pack price for both FMC and RYO prod-
ucts. Compared with August—the month with the least change
in price—September and October showed significant increases
in average FMC and RYO prices.

The adjusted marginal means show distinct patterns of price
changes across months. For FMC products, while average prices
increased by almost 1% in March and April, only the 1.1% price
increase in May was significant. For RYO products, a significant
increase in average price of 1.1% was seen in April, but again the
average March increase was not significant.

September and October average price increases were signif-
icant for FMC and RYO products. The October FMC price
increase (3.0%) was almost half that of the September increase
(6.5%). For RYO products, the per cent increase was much
larger in September (11.5%) compared with October (1.9%),
and almost twice that of FMC products in the same month.
Given the large change that occurred in September, the October
per cent increases would be larger in real terms (in dollar value)
than if the same per cent change was seen after any other month.

The average per cent change in price was negative in June for
both FMC and RYO, although these changes were small and did
not reach significance.

DISCUSSION

Consistent with research in the UK, this study demonstrated
evidence in Australia of the tobacco industry strategically incre-
menting prices over time when passing on to consumers the cost
of tobacco excise increases, with prices continuing to increase at
least 1 month after the scheduled change.

During the period after scheduled routine indexation on
1 March, RYO products increased most in April, while FMC
products increased most in May after similar but non-significant
increases also occurred in the preceding 2 months. In addition
to cushioning, this suggests overshifting: tobacco companies
increased their prices beyond what would be required to cover
the cost of the average March excise adjustment, particularly for
FMC products. Overshifting of tax increases (which may occur
on products generally used by less price-sensitive smokers) is a
concern for public health policy on tobacco because it enables
companies to more dramatically underprice other products used
by price-sensitive smokers. It also enables companies to secure
additional resources for promotional purposes such as lobbying
and any other allowable form of marketing (for instance
providing incentives or price discounts for bulk purchases by
retailers).”

Cushioning was also observed in the month directly after the
large September adjustments. Most of the price increase was
introduced in September: this increase is often publicised,*® so
smokers—particularly RYO smokers—would expect prices to
increase substantially in that month. However, prices continued
to increase by a smaller but still substantial margin in October.
Again, the average per cent increase in the month following the
scheduled excise increase was larger for FMC products suggesting
that more of the increase is delayed for FMC products.

Cushioning is not the only strategy by which the impact of
tax increases can be mitigated. It is likely that both retailers and
consumers purchase as many tobacco products as practicable
ahead of each preannounced tax increase. Governments could
increase the effectiveness of tax increases by requiring whole-
salers to limit wholesale sales quantities in months ahead of such
increases to no more than the average of previous months. The
effect of tax increases can also be mitigated through the intro-
duction of new, lower priced products; once again governments
could mitigate such effects through the adoption of minimum
pricing policies.

It may be that certain types of products are cushioned more
than others. There are highly differentiated price segments
among FMC brands,” and the prices of budget brands targeted
at price-sensitive smokers may be increased more gradually than
those of premium products. A larger sample of products would
be required to test this possibility.

Discounting of FMC and RYO products in June was suggested
by negative average per cent changes in price. These discounts
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Table 1 Differences in monthly per cent change in advertised pack price by tobacco type across 2017-2019, regression coefficients and adjusted

marginal means

Factory-made cigarettes

Roll-your-own tobacco

(n=641) (n=596)
Coefficient 95% CI P value Coefficient 95% Cl P value
Year 0.26 (=0.11 t0 0.64) 0.164 0.29 (—0.03 t0 0.62) 0.077
Month F(11 625)=13.55, p<0.001 F(11 580)=51.75, p<0.001
January -0.55 (—2.04 to 0.94) 0.467 -0.27 (—1.54 t0 1.00) 0.672
February 0.53 (-0.95 t0 2.02) 0.480 -0.17 (=1.4510 1.10) 0.788
March* 0.94 (-0.54 t0 2.42) 0.214 0.41 (-0.86 to 1.68) 0.530
April 0.98 (=0.51 to0 2.47) 0.196 0.73 (-0.54 to0 2.00) 0.259
May 1.09 (-0.40 to 2.58) 0.152 —-0.58 (-1.85 10 0.69) 0.372
June -0.70 (-2.18 10 0.78) 0.354 -1.19 (-2.47 10 0.10) 0.070
July 0.21 (-1.27 t0 1.69) 0.781 -0.54 (-1.81 10 0.73) 0.400
August (ref) 1.00 1.00
September* 6.50 (5.01 to 7.99) 0.000 11.10 (9.83 t0 12.36) 0.000
October 2.99 (1.50 to 4.48) 0.000 1.56 (0.29 t0 2.83) 0.016
November 0.34 (-1.151t0 1.83) 0.653 0.08 (-1.20t0 1.35) 0.907
December -0.18 (-1.67 t0 1.31) 0.811 —-0.58 (~1.87 10 0.72) 0.382
Company F(2625)=0.03, p=0.966 F(2580)=0.37, p=0.690
BATA (ref) 1.00 1.00
IT 0.07 (-0.67 t0 0.82) 0.846 0.15 (-0.49 0 0.79) 0.655
PM -0.02 (=0.77 10 0.72) 0.954 0.29 (-0.37 10 0.95) 0.389
Supermarket 0.13 (-0.48 t0 0.74) 0.667 -0.17 (~0.07 to0 0.35) 0.519
Adjusted marginal means
Per cent 95% CI P value Per cent 95% CI P value
January -0.54 (-1.60 10 0.52) 0.315 0.08 (—0.82 t0 0.99) 0.857
February 0.54 (=0.50 to 1.59) 0.308 0.18 (-0.731t0 1.10) 0.695
March 0.95 (-0.10 to 2.00) 0.075 0.76 (-0.14 t0 1.67) 0.098
April 0.99 (=0.07 to 2.05) 0.066 1.09 (0.18 t0 1.99) 0.019
May 1.10 (0.04 t0 2.16) 0.042 -0.22 (-1.13 0 0.69) 0.634
June -0.69 (=1.74 10 0.36) 0.197 -0.83 (=1.7510 0.10) 0.079
July 0.22 (-0.83 t0 1.27) 0.679 -0.19 (-1.09 t0 0.72) 0.685
August 0.01 (~1.04 to 1.06) 0.983 0.36 (-0.53 to0 1.25) 0.430
September 6.51 (5.45 to 7.57) 0.000 11.45 (10.56 to 12.35) 0.000
October 3.01 (1.95 to 4.06) 0.000 1.91 (1.01 t0 2.82) 0.000
November 0.35 (-0.71 t0 1.41) 0.513 0.43 (-0.48 to 1.35) 0.353
December -0.17 (-1.2310 0.89) 0.752 -0.22 (=1.1510 0.72) 0.647

*Scheduled indexation increases occur on 1 March and 1 September of each year; additional 12.5% excise increases occurred on 1 September of each year.

BATA, British American Tobacco Australia; IT, Imperial Tobacco; PM, Philip Morris.

may be intended to provide price incentives to smokers to
purchase more or continue smoking in the lead-up to tax large
increases when they may otherwise start to consider quitting.
Alternatively, it could be a sales strategy related to the end of the
Australian financial year on 30 June. These observed patterns
were small and need to be confirmed in analysis of prices for a
larger number of observations.

The current data are limited to supermarkets in one major
city. We cannot be sure whether cushioning of price increases
would similarly occur in other retail channels, whether this
is initiated by tobacco companies or retailers and whether
there might be systematic differences in the extent of cush-
ioning across areas with differing levels of household income.
However, supermarkets comprise the largest retail channel
for tobacco purchases in Australia, and we found no signifi-
cant effects of supermarket chain or tobacco company, indi-
cating cushioning is likely a widely employed strategy. The

sample primarily included long-standing products, to avoid
the confounding effects of discounting of newly introduced
and discontinued items. These brands are among the most
widely used according to small consumer surveys from several
years ago'®; however, no data on brand share by sales are
publicly available in Australia.

A larger national study to monitor a wider range of products
across multiple retail channels is needed to examine the complex
pricing strategies that may be employed by the tobacco industry.
A more efficient solution would be to require the disclosure of
sales and prices data by tobacco companies as is done in coun-
tries such as New Zealand.?!

Cushioning may be more likely in a situation such as in
Australia where tax increases have been announced ahead
of time. However, even tax increases announced immedi-
ately before implementation can be cushioned by applying
increases over two or more subsequent months. Taxation of
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tobacco products in Australia would be much more effective
in encouraging smokers to quit if prices were only allowed
to change twice each year, within a specified number of days
of the excise duty increasing each March and September. A
licence system applied to the retailing of tobacco products
could establish such practice as a condition. A further condi-
tion could prohibit both undershifting or overshifting of tax
increases. A licence or registration number applied to every
retailer would also allow the collection and compilation of
data on products, prices and sales and evaluation of the effec-
tiveness of tobacco control interventions at a local, regional
and national level.

What this paper adds

= The tobacco industry employs pricing strategies to minimise
the impact of tobacco tax increases on consumers and to
confuse price signals. These strategies include the gradual
passing on of tax increases, known as cushioning.

= As yet, no studies have demonstrated the presence of
cushioning in Australia, a market with large scheduled annual
tobacco tax increases.

= This study demonstrates evidence of cushioning of both
regular indexation and large scheduled increases of tobacco
excise in major tobacco retailers in Australia, with the price of
factory-made cigarettes and roll-your-own tobacco products
continuing to rise at least 1 month after the scheduled
increase.
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