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Abstract

Purpose — The purpose of this study was to evaluate how higher tax on tobacco would influence output and
employment in Vietnam.

Design/methodology/approach — The authors used micro-simulation techniques proposed by Walbeeck
(2010). Both national data (from Input—Output Table) and household data (Vietnam Household Living Standard
Survey) were utilized.

Findings — The results showed that any increase in the excise tax for tobacco would have positive net impacts
on both national output and employment. The tobacco industry would not be significantly affected due to its
small contribution to national economy and employment. More importantly, money released from reduced
tobacco consumption would be reallocated to other goods and services, and thus outputs and jobs in
nontobacco sectors would increase.

Research limitations/implications — The key limitation of this study was due to unavailability of updated
data, especially Input—Output Table as well as household living standard survey.

Practical implications — This study concluded that government should increase tax on cigarette along with a
well-planned roadmap to avoid unexpected consequences on income and employment of laborers in this sector.
Originality/value — This study replicated a popular approach in order to verify an important government
policy (i.e. effect of tax on tobacco on output and employment) under Vietnamese context.
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1. Introduction

Among industries in the manufacturing sector, tobacco production in Vietnam has a
remarkable growth. According to the statistics from General Statistics Office for the period
1995-2011, the average growth rate of tobacco production — measured by the number of
packs produced — was about 8% per annum. In particular, the number of packs produced
increased from 2.15m in 1995 to 4.84 in 2005 and to 5.45m in 2011. Vietnam Tobacco
Association (VTA, 2013) showed that the number of packs produced in 2012 was slightly
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higher than that in 2011, at 5.6m. By market share, 80% of cigarettes produced were
consumed domestically, while the remaining 20% were exported. In terms of economic
contribution, VTA (2013) indicated that all tobacco producers contributed 14,908b# Vietnam
Dong (VND) to the government budget, and about VND 877bn as imported tax revenue.
Revenue at current price for tobacco production increased from VND 16,477bn in 2005 to
VND 27,372bn in 2010. Similarly, the total number of the employed in tobacco production
decreased in recent years, from 537,220 persons in 2011 to 420,000 persons in 2012. The
number of people working in the wholesale for tobacco decreased from 21,107 persons to
16,203 persons, and the same trend occurred with the retail from 139,190 persons to 128,064
persons.

As argued in various reports and discussions, however, tobacco use is one of the most
preventable causes leading to fatal diseases and death in the world. Tobacco use caused over
five million deaths each year and expected to cause over eight million deaths yearly by 2030
(Mathers and Loncar, 2006). In Vietnam, a simulation model developed for Vietnam estimated
that nearly 40,000 deaths were attributed to smoking in 2008, and a figure to set to rise above
50,000 deaths annually by 2023 (Levy et al., 2006). An estimate from the Vietnam Household
Living Standard Survey (VHLSS) in 2008 showed that the use of tobacco also imposed a
burden on households in Vietnam with VND 14,0000%, which accounted for 5% to 10% of
total household consumption expenditure. Results from the Global Adult Tobacco Survey
(GATS) by MOH et al. (2010) also indicated that Vietnam was one among the 15 countries with
the highest numbers of smokers.

Given such a fact, the Government of Vietnam has made commitments and implemented
measures to control tobacco production and consumption since 2000. The Government
Resolution No.12/2000/NQ-CP on “National Tobacco Control Policy 2000-2010” which is being
implemented by a Committee headed by the Ministry of Health (MOH) and draw from most
ministries and community organizations. In 2003, Vietnam signed the Framework Convention
on Tobacco Control (FCTC) and ratified it on 2004. In 2006, Vietnam had applied a uniform
Special Consumption Tax (SCT) level at 55% on all kinds of cigarettes instead of levying two
rates of 45 and 65% on different kinds of cigarettes as before. Since April 2009, the SCT for
tobacco has increased to 65% of the wholesale prices[1]. In 2009, the Prime Minister issued the
Decision No.1315/QD-TTg on Ratification of the Action Plan for the Implementation of the
World Health Organization’s (WHO) FCTC, in which “from now until 2010, develop a price
and taxation road map for tobacco products with the aim to: increase taxation and prices of
tobacco products; levy high tax on imported tobacco products; apply regulations on minimum
price for tobacco products; and apply measures to reduce and strictly control product sales at
duty free shops” (Term a, Section 1.1). Despite the efforts of the government and relevant
agencies in the tobacco control activities, Vietnam was still among the countries with the
highest smoking rate in the world (Higashi et al, 2011). GATS 2010 showed that the
prevalence of smoking among adult men was 47.4% and among adult women was 1.4%.

It has been argued that taxes on cigarettes have not been raised at a significant level to
control tobacco consumption. On average, taxes on cigarettes accounts for almost 45% of the
cigarette’s retail sale price, which is much lower than many other countries and is below the
recent WHO’s recommendation rate (70%). Findings from Guindon et al (2010) showed that
real cigarette prices (or inflation-adjusted prices) of three types of brand (the most expensive,
the most popular and the cheapest) consistently declined over the past decade. Therefore,
cigarette has become more affordable for Vietnamese consumers over time. Vietnam’s
Tobacco Control Program has been working hard to intensify tobacco control activities.
However, it is facing policy issues regarding employment since this sector has created a
significant number of jobs. According to Ministry of Industry and Trade, 2012 (MOIT), there
were about 13,000 permanent jobs in producing and retailing activities, and about 250,000
seasonal jobs in the tobacco industry.



Thus, two opposite points of view exist. The first group (such as social policy-makers,
tobacco controllers, health care organizations and even tobacco users) based on a rich
international and regional experience argued that tobacco control measures should be
reinforced to decrease tobacco consumption and its consequences and that the SCT on
tobacco products should be increased in order to limit the access of youth and the poor to
tobacco and that tobacco tax increase would provide positive impact on the government’s tax
revenue and would not have any negative impact on employment. The second one, from
cigarette-producing companies, claimed that strong tobacco control measures with heavy tax
would have negative impact on employment and substantially reduce the tax revenue
contributed by the tobacco industry to the government budget. As such, the key questions
are: (1) how large were the contributions made by the tobacco industry to the economy? and
(2) how measures to control cigarette production and consumption would affect the country’s
output and employment?

Given such a research demand, this research provided an evaluation of tobacco control
measures on employment in this industry. In particular, this study estimated the number of
jobs created in the industry; the industry’s revenue and its contribution to the economy; and
analyzed effects of tobacco control measures on employment. To pursue these important
questions, this study used data from Input—Output (IO) Table in 2007 along with data from
the VHLSS in 2008. This study added important pieces of information for policy-makers in
forming tax policies and tobacco control measures in Vietnam.

In the next section, we presented a review of findings from previous studies in other
countries on the similar topics. We discussed methodology and data in Section 3, while the
main findings were presented in Section 4. The last Section concluded the research.

2. Literature review

In this section, we provided a review of previous studies on various Asian countries in order
to see how tobacco tax increase would influence employment. Using data in the period 1980—
1997, Hu and Mao (2002) estimated how number of jobs would have been changed if special
consumption tax on tobacco in China was increased. The results showed that with a 5.4% loss
of sales in the cigarette industry, employment rates would drop by the same percent which is
about 27,000 employees. The authors suggested that a short-term solution could be cross
subsidy from additional tobacco taxation to tobacco farmers and the cigarette manufacturing
industry, which might result in transition to other products in the long-term. Also on China,
Hu et al. (2008) conducted various simulations with different price-elastic demand for tobacco
and found that, if the tax was 1 Yuan per tobacco pack, the tax revenue for government would
have increased by 64.96n Yuan (or US$ 7.9bn), saved 3.4m people (thanked to not smoke
anymore, or smoke less), reduced health expenses by 2.68b% Yuan (or US$ 325m) and
increased labor productivity by 9.92bn Yuan (or US$ 1.2b#) for the whole Chinese economy.
Given the same tax rate and employment was considered as a linear function of tobacco
output, the authors showed that revenue for the tobacco industry would have reduced by
1.6%, and thus the number of jobs would be reduced by 1,656 (with assumed price-elastic
demand was —0.15) or 5,549 (with assumed price-elastic demand was —0.5). In comparison
with other industries with a loss of 59,000 jobs due to merging, such a loss in the tobacco
industry would be very small.

Given a research question of how to maximize cigarette excise tax revenues in Indonesia,
Marks (2003) used the Indonesia Central Board of Statistics in 2000 and the 2002 National
Socioeconomic Survey. The results showed that the direct impact of an increase in cigarette
tax on employment of production workers in the cigarette sector would be a loss of 89,756
jobs, with 86,820 jobs lost in the hand-rolled kretek sector (sigaret kretek tangan (SKT)). In the
short-run, the workers who lost jobs in the cigarette industry most likely would be either
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unemployed or would work in the informal sector. From the findings, the author suggested
that the effective tax rate on producers of SKT would be 21.8%, and for cigarette producers
overall would be 36.6%. Exploring further the Indonesian case, Ahsan and Wiyono (2007),
using the National Labor Force Survey 2003, found that increasing cigarette tax to the
economy in terms of employment would be positive: increasing by 100% would create new
jobs in 60 sectors while generate job losses in only six sectors. In detail, the number of new
jobs would increase by 281,135 (or 0.3% of employment), 140,567 and 84,340 for a 26-percent
point (or 100% increase), 13-percent points (or 50 % increase) or 8-percent point (or about 25%
increase) when increasing the cigarette tax. The net impact for employment in the whole
economy would be positive. From the findings, the authors recommended that government
should increase the cigarette tax because it would create more output, income and
employment, and that government should increase cigarette tax and then use some of the
increased tax revenue to help labor with transition from tobacco sectors to other sectors in the
economy.

Barber ef al. (2008) showed that the tobacco industry in Indonesia has contributed less
than 1% of the total labor force since 1970s. Using socioeconomic survey (Susenas) and
Indonesian Family Life Survey, the authors simulated the impact of higher tax on tobacco.
The results indicated that if the current tax rate was doubled, there would have been 0.3% of
the total labor force as newly generated ones (or 281,135 new jobs). The authors explained
that tobacco leave growing and production industries were not highly productive ones, which
could provide significant number of jobs with high salary.

Beginning with an argument that job loss in the tobacco industry due to higher tax
would be compensated by job creation in other industries, John et al. (2010) proved the case
of India. In particular, they showed that money that would not be spent for tobacco (due to
quitting smoke or smoking less, which results from higher tobacco price) would not
disappear from the economy; rather, it would be used for consumption in other goods and
services, which in turn promote production on nontobacco industries. In addition, higher
tax on tobacco in India would have positive impacts: an increase to 98 Rps for every 1,000
cigarettes produced would increase tax revenue by 36.9bz Rps, avoid 15.5m death of young
people among those who are smokers or will be smokers. Similarly, an increase to 369 Rps
for every 1,000 cigarettes produced would increase tax revenue by 146.3bn Rps, avoid 3.4m
death of young people.

A study by Barkat et al (2012) for Bangladesh indicated that employment in tobacco
farming accounts for less than 0.5% of agricultural employment in Bangladesh. Using annual
time series data on aggregate cigarette consumption from 1981 through 2004 to estimate
price elasticity of demand for tobacco when higher tax is applied, the authors showed that
taxing all cigarette brands at a specific tax rate of 34 taka per 10 sticks (70% of retail price)
could lead nearly seven million current smokers to quit and prevent seven million youth from
initiating smoking, preventing six million premature deaths and raising additional excise
revenues of 15.157 taka (US$ 200m). Further, taxing all bidis at a specific tax rate of 4.95 taka
per pack (40% of average prices) could lead 3.4 adult bidi smokers to quit and prevent 3.5m
youth from initiating bidi smoking, preventing 2.5 premature deaths and raising additional
excise revenues of 7.2bn taka (US$ 87.5m).

In summary, raising tax on tobacco would have negative or positive impacts will depend
on socioeconomic context of each country. Previous studies have indicated two conclusions
as follows. First, if the tobacco industry accounts for a small proportion of the economy’s
output and has weak forward and backward linkages with other industries, higher tax on
tobacco would reduce demand for tobacco, promote other industries due to higher demand of
other goods which substitute for tobacco, and therefore promote investment and job creation.
Second, if the tobacco industry accounts for a large proportion in the economy’s output,
higher tax on tobacco would have impacts on both short-term (the magnitude would depend



on price-elasticity of demand for tobacco) and thus long-term employment of the tobacco
industry in particular and the whole economy in general. Therefore, government’s policies
supporting firms and laborers would be crucial.

3. Data and methodology
3.1 Data
The main data used in this research were I-O Table, which could provide a comprehensive
picture of an economy in aspects of production technology applied to create products, shown
by input coefficients, use of output produced domestically (reflected by the structure of gross
capital formation, final consumption and exports) and production income (described by the
structure of compensation of employees, consumption of fixed capital, other net taxes on
production and operating surplus). For this research, we used two I-O Tables in 2007. In
addition, we also used VHLSS 2008 in order to have similar time frame for data with I-O
Table 2007. The VHLSS could provide rich information on household consumption on
various goods and services, including tobacco products.

Along with I-O Table 2007 and VHLSS 2008, to make estimates for other indicators, we
also used various sources of data at the national level. Table 1 presents the studied indicators
and their respective sources.

3.2 Methodology

3.2.1 Estimation framework, estimation steps and assumptions. Figure 1 presents framework
for our estimation of the impacts of tax on cigarette on employment. To follow the above
framework, we conducted the following estimation steps:

(1) Using estimation model proposed by Walbeeck (2010), we estimated the reduction in
smoking rate. Then, we transferred the reduction in smoking rate to reduction in
household expenditure of cigarette due to higher excise tax on tobacco.

(2) Based on the household consumption model, which was estimated from the
household survey, we examined how households would have switched from cigarette
consumption to other consumptions when tax on cigarette had been increased.

(3) We used I-O analysis method to estimate the impact of higher tax on tobacco on the
national output and employment. In particular, we examined two different policy
scenarios of tax on tobacco and their potential impacts on national output and

employment.

No Indicators Source(s)
1 Number of hectares tobacco cultivated Statistical Yearbooks (GSO)
2 Number of working hours required per 1 ha of tobacco  Nguyen et al (2008)

cultivating
3 Average retail price and whole sale price with tax of MOF (2013)

cigarette
4 Cigarette retail sale Vietnam Tobacco Association (VTA) Annual

Report

5 GDP in whole distribution sector Statistical Yearbook (GSO)
6 Number of labor in whole country and sectors Employment and Labor Force Surveys (GSO)
7 Smoking rate Global Adult Tobacco Survey (GATS) (2010)

Source(s): Own combinations from various sources
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Figure 1.
Estimation framework
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Source(s): Adapted from Walbeeck (2010)

To pursue the estimation steps above, especially in applying I-O analysis method with some
explicit limitation[2], we have following assumptions: (1) no change in government
expenditure; (2) no change in production technology and (3) the laborers could easily move
from tobacco-related sectors to other sectors when they became unemployed.

3.2.2 Estimate employment in the tobacco industry.

(1) Tobacco farming employment
First, estimate the total amount of working hours used in tobacco production:

Total working hours = number of working hours required per 1 hectare of tobacco
per crop * number of ha of tobacco planted * 2 crops

Then, we converted the calculated working hours into the equivalent number of full-time
employments:

Number of full — time labors = total working hours + standard working hours of a full

— time labors 2

(2) Leaf marketing and processing employment

In Vietnam, after farmers did one part of the processing (raw-drying), they sold their semi-
processed tobacco products to tobacco material processed manufacturers and other tobacco
manufacture enterprises. The major of employment created by this sector was included in the
manufacturing sector, and thus we could not estimate the employment in this sector
separately.

(3) Tobacco manufacturing employment

These data were obtained from the official statistics (such as Enterprise Census and Labor
Force Survey, Annual VTA Reports). In this study, the data were from the Labor Force
Survey in 2010.

(4) Tobacco distribution sector employment

We used indirect method to estimate the employment in this sector based on the value added
(gross domestic product (GDP)) from tobacco distribution sector as follows: to calculate the
retail margin in the distribution sector, we first calculated the retail margin per pack of
cigarette, which was equal to the average retail price of cigarette minus the average wholesale



price with tax. Ministry of Finance (MOF, 2013) calculated the average retail price of cigarette
in 2010 was 7,931 VND per pack and the whole sale price with tax per pack was VND 7,210.
So the retain margin per pack in distribution sector was VND 721 (=7921-7210). The total
sales of cigarette was multiplied by the retail margin per pack equaled the GDP created in the
cigarette distribution sector (GDPgys ). Then, total employment created by the cigarette
distribution could be calculated as follows:

Number of jobs created by cigarette distribution

= (GDPyist 1o /GDP of the whole distribution sector)

* number of jobs in the whole distribution sector 3)

3.2.3 Estimate the share of tobacco sector’s employment in the national employment. We
calculated the ratio of employment to total employment in three separate sectors that the
tobacco industry belonged to and the ratio of employment of the tobacco industry to total
national employment. We had four measurements: (1) The percent of jobs associated with
tobacco farming to total employment for agriculture production; (2) The percent of jobs
associated with tobacco manufacturing to total employment in manufacturing; (3) The
percent of jobs associated with tobacco wholesaling and retailing to total employment in
wholesaling and retailing and (4) The percent of tobacco jobs to total national
employment.

4. Findings and discussions

4.1 Impacts of tobacco tax on households’ final consumption

Luong (2014) showed that a 20 percent point increase in excise tax of tobacco (from
current 65% to proposed 85%) would reduce smoking rate from 23.8% to 23.2% (or a
2.52% reduction); while with 40 percent point increase in the excise tax of tobacco (from
current 65% to proposed 105%), the smoking rate would reduce from 23.8% to 22.6% (or
a 5.04% reduction). Using these results, we calculated how much cigarette consumption
(in VND) would reduce under the two scenarios, i.e. a 20% tobacco excise tax increase
(from 65% to 85%), and a 40% tobacco excise tax increase (from 65% to 105%). The
total expenditure of household on cigarette in year 2007 was about VND 11,1000.
Annual increase in tobacco consumption was estimated by increase in the number of
consumed tobacco packs multiplied by inflation rate (estimated from consumer’s price
index). According to VTA, the number of consumed tobacco packs increased from
3,571m in 2008 to 4,068.5m in 2012. Therefore, annual growth rate of the consumed
tobacco packs was 4.23% (= (4068.5/3571—1)*100/4). Inflation rate was 23% in 2008;
6.9% in 2009 and 9.2% in 2010. Thus, total household consumption on tobacco was VND
17,802bn in 2010.

For the first scenario, we transfer a 2.52% reduction in smoking prevalence to
decreased level in cigarette consumption of households. The total expenditure of
household on cigarette in year 2010 was VND 17,802b#, so the total value of cigarette
consumption of household was VND 17,802bn with the smoking prevalence at 23.8%.
Smoking prevalence after 20% increase in tax of tobacco was 23.2%. We assumed that
the reduction in smoking prevalence would lead to decrease in cigarette consumption
correspondingly. Therefore, a 2.52% reduction in smoking prevalence would lead to VND
449.8bn (= 17,802 X 2.52%) decrease in household expenditure on cigarettes. But
increasing tax would also lead to increasing in the price of cigarette and thus would
reduce smoking intensity among continuing smokers. In this study, we assumed that half
of the impact of increasing tax was on prevalence and half on the consumption among
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Table 2.

Change in household’
final consumption of
goods and services due
to 20-percent point and
40-percent point
increase in excise tax
on tobacco

continuing smokers, and thus the total decline in cigarette consumption would be twice
and equal to VND 897.56bn. (= 2*449.8)[3].

For the second scenario, we did the same steps to the basic scenario: 40% increase in tax of
tobacco would lead to decrease in household consumption of cigarette by VND 1,795.110.
The amount of money saved from reducing tobacco consumption could be used for
consumption on other goods and services, as well as savings. However, due to lack of data on
such behaviors, we assumed that households would use 50% of saved money for
consumption on other goods and services. To estimate the impact of switching from
consumption of cigarette to consumption in other sectors, we allocated this reduction of
cigarette expenditure to other “non-manufacture of cigarette” sectors of household
expenditure. Such allocation was based on the ratio of the household expenditure to other
nonmanufacture of cigarette that was calculated from household expenditure in the I-O
Table in 2007. The results are presented in Table 2.

Allocation of consumption to
other sectors due to reduced
consumption on tobacco

(VND billion)
Household 20-percent 40-percent
consumption point tax point tax
Sector (VND millions) Ratio increase increase
Agriculture, forestry and fishing 50,487,605 7.51% 337 674
Mining and quarrying 3,052,818 0.37% 1.7 3.3
Manufacturing 408,683,366 49.87% 223.8 4476
Tobacco manufacture 11,099,650 0.00% 0.0 0.0
Electricity, gas, steam and air conditioning 25,161,841 3.07% 13.8 276
supply
Water supply; sewerage, waste 12,126,026 1.48% 6.6 133
management and remediation activities
Construction ) 0.00% 0.0 0.0
Wholesale and retail trade; repair of motor 23,451,763 2.86% 128 25.7
vehicles and motorcycles
Transportation and storage 36,847,023 4.50% 20.2 404
Accommodation and food service activities 47,188,804 5.76% 25.8 51.7
Information and communication 31,772,229 3.88% 174 34.8
Financial and insurance activities 22,756,554 2.78% 125 249
Real estate activities 33,884,693 4.13% 186 371
Professional, scientific and technical 5,134,437 0.63% 2.8 56
activities
Administrative and support service 6,668,274 0.81% 3.7 7.3
activities
Public administration and defense 7,146,370 0.87% 39 78
Education 47,487,299 5.79% 26.0 52.0
Human health and social work activities 37,000,900 4.52% 20.3 40.5
Arts, entertainment and recreation 4,821,563 0.59% 2.6 53
Other service activities 1,903 0.00% 0.0 0.0
Activities of households as employers; 3,865,609 0.47% 21 42
undifferentiated goods- and services-
producing activities of households for own
use
Activities of extraterritorial organizations 844,549 0.10% 05 0.9
and bodies
Total 819,483,275 100% 448.8 897.6
Source(s): Own calculations, using I-O Table 2007




Through output and employment multiplier, we could calculate the impact of decreasing
cigarette consumption to output and employment for the whole economy and the net impact
of increase tax on tobacco in terms of output and employment.

4.2 Contribution of tobacco industry to employment

In this part, we presented some estimated results on the share of employment created by the
tobacco industry for the economy. We also presented the share of employment created by the
tobacco cultivation sector, cigarette production sector, cigarette distribution sector and the
entire tobacco industry.

4.2.1 Contribution of tobacco cultivation sector. In this study, we estimated the employment
created by the tobacco cultivation sector using data of hours requires to cultivating 1 hectare
(ha) of tobacco and number of hectares of tobacco cultivated in Vietnam. From the survey,
Nguyen et al. (2008) found that the time needed for to cultivate 1 ha of tobacco (two crops per
annum) was about 7,000-10,000 person-hours, which was equivalent 3.5-5 full-time
employees. Vinataba (2014) also provided a similar number of hours to cultivate 1 ha of
tobacco, in which it needed 500 working hours to cultivate a hectare per crop. Therefore, we
assumed that cultivation of 1 ha of tobacco would create four full-time jobs and this number
would be constant due to the assumption that technology would be unchanged. Then, the
number of employment created by the tobacco cultivation was upon on tobacco cultivation
area. Table 3 shows the number of tobacco cultivation areas; employment created by tobacco
cultivation sector and the share of tobacco cultivation sector labor in the whole agricultural
labor force. Because we did not have data of the planted area in the year 2010, we assumed
that the planted area in this year was the same that in the year 2009.

4.2.2 Contribution of tobacco manufacture sector. The share of labor in the cigarette
production sector among the entire industry was presented in Table 4. In 2010, labor created
by this sector presented 0.044 % of the total labor force in the entire manufacturing industry.

4.2.3 Contribution of tobacco distribution sector. Using the total tax revenues and volume
of retail sales along with an assumption that the retail margin per pact was 20%, we
calculated the GDP created by the cigarette distribution sector. From the GDP created by the

Full time
Planted employment Share of whole agriculture Share of whole
Year area(hectares) (own estimation) sector (%) economy (%)
2005 16,300 62,160 0.26 0.15
2006 26,700 98,790 0.41 0.22
2007 19,200 71,040 0.29 0.16
2008 16,400 60,680 0.25 0.13
2009 20,300 75,110 0.31 0.16
2010 26,161 96,796 0.40 0.20
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Table 3.
Employment in
tobacco cultivation
sector, Vietnam,

Source(s): GSO (2010) and own estimations 2005-2010
Labor in tobacco manufacture ~ Share of total labor in the industrial ~ Share of whole economy

Year sector! (%)? (%)

2005 18,400 0.33 0.043

2006 17991 032 0041 Labor i 2Ple 4.

2010 13,908 0.21 0.028

Source(s): [1] VTA Annual Report; [2, 3] own estimates using data from various GSO statistical yearbooks

manufacture sector,
2005-2010




JED cigarette distribution sector, we could estimate the employment that the sector creates. The
291 results were presented in Table 5. In 2010, total employment (full-time retailers) created by
’ this sector was about 43.05 thousands, accounting for 3.7% of the total distribution sector. If
we assumed that rate of return in distribution activities was 10%, the number of jobs created
by distribution sector would be 21,530. Similarly, if the rate of return was assumed at 20%,

the number of jobs created by distribution sector would be 64,580.

176 4.2.4 Contribution of tobacco industry to national employment. In this part, we estimated
the contribution of the tobacco industry to the economy in year 2010. Total employment in all
sectors of the economy in 2010 was 49,225,875 laborers. Table 6 shows the number and share
of employment in each sector in the economy. In 2010, employment in the tobacco industry
accounted for 0.3% of the total nationwide. In which, the tobacco cultivation sector
Indicators Unit 2010
Total tax revenue Bil. VND 11,180
Cigarette retail sale Mil. Pack 4,068
Whole sale price with tax per pack VND 2,748
Retail margin per pack (20%) VND 550

Table 5. GDP @n cig. dist;ibgtior} (retail margin 20%) lel VND’ 2,236

Number of GDP in whole dlstrlbut1on sector Bill VND’ 759,202

employment created by Number of 1_abors n wh(_)le (_ilstnbutlon sector Person 1,461,700

the cigarette trade Number of jobs created in cig. trade sector Person 43,050

sector, Vietnam 2010  Source(s): Authors’ estimates
Code  Sector No. of labor  Total %
1 Agriculture, forestry and fishing 23,970,221 48.69

In which: cigarette plant cultivation 0.2
2 Mining and quarrying 277,952 0.56
3 Manufacturing 7,057,385 14.34
4 Tobacco manufacture 13,908 0.03
5 Electricity, gas, steam and air conditioning supply 135,284 0.27
6 Water supply; sewerage, waste management and remediation activities 118,426 0.24
7 Construction 3,183,592 6.26
8 Wholesale and retail trade; repair of motor vehicles and motorcycles 5,671,717 1152

In which: cigarette distribution sector 0.09
10 Transportation and storage 1,428,602 290
11 Accommodation and food service activities 1,826,152 371
12 Information and communication 259,554 0.53
13 Financial and insurance activities 256,600 0.52
14 Real estate activities 149,146 0.21
15 Professional, scientific and technical activities 219,323 0.45
16 Administrative and support service activities 187,028 0.38
17 Public administration and defense 1,366,502 2.78
18 Education 1,687,408 343
19 Human health and social work activities 441,646 0.90
20 Arts, entertainment and recreation 234,345 048
21 Other service activities 696,028 141
22 Activities of households as employers; undifferentiated goods- and 198,308 0.40

services-producing activities of households for own use

Table 6. 23 Activities of extraterritorial organizations and bodies 2,559 0.01

Employment by Total 49,382,000 100

sectors, Vietnam, 2010 Source(s): ILO (2011)




contributed 0.2% (or 96,976 jobs), tobacco manufacture contributed 0.028% (or 13,908 jobs),
tobacco distribution sector contributed 0.09% (or 43,050 jobs) in the total jobs of the economy.
This provided evidence that labor in the tobacco distribution and manufacture sector was
really small in the total labor force.

4.3 Contribution of the tobacco manufacture in national output

Table 7 presented total output by sectors in Vietnam in the year 2010. The total output in 2010
was VND 2,861,1160m. The agriculture sector contributed 11.9%; the industrial and
construction sector presented 44,79% and 10,31%, respectively and the services sector
accounted for 27%. The manufacture of cigarette and other tobacco products presented only
0.75%. This sector was ranked 16th among 22 sectors in the economy in terms of gross
output.

4.4 Impacts of tobacco tax on national output and employment — simulated results for an
increase by 20 percent points (65% to 85%) and by 40 percent points (65% to 105%)
4.4.1 Impact on national output. The impact of changing cigarette expenditure on output
under different policy scenarios was calculated with an assumption that final demand for
tobacco product was reduced, and the released money from cigarette expenditure was
allocated to other goods and services. The summary of output impacts was presented in
Table 8.

4.4.2 Impact of 20-percent point increase in tax on tobacco. For the negative impact, 20-
percent point increase in tax of tobacco would lead to a reduction of cigarette consumption by

Gross output % of total

Code  Sector (VND billion) output
1 Agriculture, forestry and fishing 340,573.96 11.90
2 Mining and quarrying 123,266.59 4.31
3a Manufacturing 1,281,459.45 4479
3b Tobacco manufacture 21,519.83 0.75
4 Electricity, gas, steam and air conditioning supply 71,982.89 252
5 Water supply; sewerage, waste management and remediation 7,284.15 0.25
activities
6 Construction 295,027.98 10.31
7 Wholesale and retail trade; repair of motor vehicles and 192,571.21 6.73
motorcycles
8 Transportation and storage 96,474.97 3.37
9 Accommodation and food service activities 63,152.51 221
10 Information and communication 66,906.79 2.34
11 Financial and insurance activities 35,746.60 1.25
12 Real estate activities 54,011.69 1.89
13 Professional, scientific and technical activities 26,056.18 091
14 Administrative and support service activities 11,440.28 0.40
15 Public administration and defense 58,337.64 2.04
16 Education 54,472.99 1.90
17 Human health and social work activities 4470145 1.56
18 Arts, entertainment and recreation 5,843.01 0.20
19 Other service activities 2,607.52 0.09
20 Activities of households as employers 4,900.87 0.17
21 Activities of extraterritorial organizations and bodies 2,777.50 0.10
Total 2,861,116.05

Source(s): Own estimates, using I-O Table 2007

Impact of
higher tobacco
tax in Vietham

177

Table 7.
Gross output by sector,
Vietnam, 2010
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Table 8.
Impacts of tax changes
on national output

(VND billion)

20-percent point increase in tax of ~ 40-percent point increase in tax of

tobacco tobacco

1.0 Net Net

code  Sector Decrease Increase  impact  Decrease Increase  impact

1 Agriculture, forestry and -38.0 330.3 292.2 —76.1 660.5 584.4
fishing

2 Mining and quarrying —47 129.8 125.2 -93 259.7 250.4

3a Manufacturing —20.6 606.6 586.1 —41.1 1,213.3 1,172.2

3b Tobacco manufacture —1,059.4 21  -1,057.3 —21187 42 -21145

4 Electricity, gas, steam and —111 2384 2273 —22.2 4768 454.6
air conditioning supply

5 Water supply; sewerage, —-175 2764 2589 -35.0 552.8 517.8
waste management and
remediation activities

6 Construction -0.3 6.4 6.1 -0.6 12.8 122

7 Wholesale and retail trade; —18.0 2749 256.8 -36.1 549.7 513.7
repair of motor vehicles
and motorcycles

8 Transportation and -125 2488 236.3 —25.0 497.6 472.6
storage

9 Accommodation and food -17 57.0 55.3 -33 1139 110.6
service activities

10 Information and -55 126.9 1214 -109 2538 242.8
communication

11 Financial and insurance —6.0 151.3 1452 —-121 302.6 290.5
activities

12 Real estate activities —41 86.2 82.1 —82 1724 164.1

13 Professional, scientific and -131 2128 199.7 —26.2 4256 399.4
technical activities

14 Administrative and -77 120.3 1126 -155 240.7 225.2
support service activities

15 Public administration and 0.0 49 48 -0.1 9.7 9.7
defense

16 Education —0.2 322 320 -05 64.4 63.9

17 Human health and social -0.3 278 275 -05 55.6 55.1
work activities

18 Arts, entertainment and —0.6 15.1 145 -13 30.2 289
recreation

19 Other service activities -1.6 416 40.0 -33 832 799

20 Activities of households as -19 40.7 388 -39 814 776
employers

21 Activities of extraterritorial —-87 1824 173.7 -174 364.8 3474
organizations and bodies
Total -1,2336 32129 1,979.3 —24673 6,425.8 3,958.5

Source(s): Own estimates, using I-O Table 2007

VND 897.56bn and a decrease in the total output by VND 1,233.60#. For the positive impact,
20-percent point increase in tax of tobacco would lead to an increase in consumption on other
goods and services by 50% amount of money released from reduction of tobacco expenditure
(or VND 448.8bn), and an increase in the total output by VND 3,212.9b%. The total net impact
on national output of 20-percent point increase in tax of tobacco, therefore, would be positive.
The total outputs in the economy increases by 0.09% (or VND 1,979.3b#) from the initial total
outputs (VND 2,157,8280n).



4.4.3 Impact of 40-percent point increase in tax on tobacco. For the negative impact, 40-
percent point increase in tax of tobacco would lead to a reduction of cigarette consumption by
VND 1,795.1bn, and a decrease in the total output by VND 2,467.3bn. For the positive impact,
40-percent point increase in tax of tobacco would lead to an increase in consumption on other
goods and services by 50% amount of money released from reduction of tobacco expenditure
(or VND 897.5b7), and an increase in the total output by VND 6,425.8b%. Total net impact on
output of 40-percent point increase in tax of tobacco, therefore, would be also positive: in this
optimistic scenario, the total national output would increase by 0.18% (or VND 3,958.557)
from the initial total outputs (VND 2,157,828bn).

4.4.4 Impact on national employment. Table 9 presents the overall change in employment
as a result of 20-percent point and 40-percent point increase in tax of tobacco. The year 2010
was also used as the base year for the estimation. The total employment of the whole country
in 2010 was 49.38m

4.4.5 Impact of 20-percent point increase in tax on tobacco. For the negative impact,
20-percent point increase in tax of tobacco would lead to a reduction in cigarette consumption
by VND 897.56b7, and a decrease in the total employment 5,386 jobs. For the positive impact,
20-percent point increase in tax of tobacco would result in an increase in the consumption of
other goods and services by 50% amount of money released from reduction of tobacco
expenditure (or VND 448.8bn), and an increase in the total employment by 65,664 jobs.
Therefore, the total net impact on employment of 20-percent point increase in tax of tobacco
would be positive. The total employment in the economy would increase by 0.12% (or 65,664—
5,386 = 60,278 jobs) from the initial total number of jobs at 49.38xx.

4.4.6 Impact of 40-percent point increase in tax on tobacco. For the negative impact, 40-
percent point increase in tax of tobacco would lead to a reduction on cigarette consumption by
VND 1,795.1bn, and a decrease in the total national employment by 10,773 jobs. For the
positive impact, 40-percent point increase in tax of tobacco would lead to an increase in
consumption on other goods and services by 50% amount of money released from reduction
of tobacco expenditure (or VND 897.5b), and an increase in the total national employment by
131,328 jobs. The net impact on employment in the economy was also positive. The total
national employment in the economy would increase by 0.24% (or 131,328-10,773 = 120,555
jobs) from the initial total number of jobs at 49.38m.

5. Concluding remarks

Implementing tobacco control policies would lead to reduce smoking prevalence and have a
positive implication for the whole economy: 20-percent point increase in tax of tobacco would
increase the national output by 0.09% (or VND 1,979.3b%) and employment by 0.12% (or
60,278 jobs); and 40-percent point increase in tax of tobacco would increase the national
output by 0.18% (or VND 3,958.507) and employment by 0.24% (or 120,555 jobs). There
would be 21 out of 22 sectors in the economy to have net positive gains from tobacco control
policies in terms of output and employment. The only sector having net negative impact
would be manufacture of cigarettes and other tobacco products.

The tobacco manufacturers have argued that tobacco control policies would reduce the
output and employment in the economy because they assumed that the released cigarette
expenditure would be simply disappeared from economy and thus the final demand for
tobacco products would be fully eliminated, and there would be no increase in final demand
for other alternative goods and services. This study, however, showed clearly that the
reduction in final demand for tobacco products could result in increases in demand for other
goods and services and help to create more jobs in these sectors. The net impact of tobacco
control on employment, as discussed above, would be generally positive for the whole
economy.
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Tobacco control measures would reduce the output in the tobacco industry, but such a
reduction would be more than compensated for by increased outputs in other sectors. For the
negative impact on employment in the tobacco industry, it would not be a big problem since
laborers in the tobacco cultivation and tobacco distribution sectors could be quickly
transferred their jobs to other similar sectors. In the tobacco manufacture, however, laborers
might find it harder to change their jobs due to required skills, and as such government
should have clear plans to help these laborers (such as using a part of increased tax revenue to
provide vocational training for them).

Overall, it could be concluded that the impacts of the proposed tobacco control plans in
Vietnam on the national output and employment would be positive, and therefore
government should increase tax on cigarette and implement other tobacco control policies
to prevent smoking and reduce harmless of using tobacco products.

Although this study could add more evidence on tobacco control policies, it could not
avoid some limitations. First, the I-O analysis method implicitly assumed the constant return
to scale technology, which was not really applicable to all sectors in the economy. Second,
assuming that there would be no changes in the government expenditure was quite heroic
since government expenditure might be increased along with higher tax collection from
increased excise tax on tobacco products. Third, assuming immediate movements of laborers
from the tobacco industry to other industries under tobacco control policies was also strong
since there would be transitional periods for laborers to seek for jobs.

Notes

1. Import tax: for cigarettes and cigars: the tax rate is 150% for all kinds of finished cigarettes (cigars,
cigarettes, beedies, cigarettes or cigars made from tobacco-substitutable materials); and for tobacco
materials: the tax rate is 30% (with tobacco stem, the rate is 15%). Special consumption tax: (i) cigars:
65% (in effect since 2005); (ii) cigarettes: 55% in 20062007 and 65 % since 2008. Value-added tax: 10%

2. See the last section of this study to present its limitations

3. Note that, using Walbeeck (2010), the impact of demographic changes has been integrated in
estimating the impact of higher tax on tobacco on smoking rate
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