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Increase in tobacco products excise duty to be hefty

Trina Thonas Raj
ANY i ncrease in the excise duty for tobacco products in the 2001 Budget
will likely be a hefty one.

Pesaka Jardi ne Fl enmi ng Sdn Bhd head of equities O enment Chew said
historically, every tine the duty on tobacco products was rai sed, the
i ncrease had been significant.

In 1991, it was increased by 10 per cent and in 1992 the duty was
i ncreased by 100 per cent. The | ast i ncrease, which was in Cctober 1998,
was 40 per cent.

"As such, if there is going to be anincrease, it will be a significant
one," he added.

Pesaka Jardi ne estimates the i ncrease to be between 25 per cent and 50
per cent.

"Assuming the increase is within our estimated range, the domestic
consunption volune i s expected to decline by between five per cent and 10
per cent," Chew sai d.

He added that since tobacco conpani es have al ways passed al ong t he
increase in duty to the custoners, Pesaka Jardi ne estimates cigarette
prices to i ncrease by between seven per cent and 14 per cent.

Thi s nmeans t here shoul dn't be any i nmpact on the profitability of the
t obacco conpani es, he said.

The only time the conpani es recorded a | ower profit was | ast year, and
that was due to the financial crisis coupled with the duty increase in
1998.

Last Tuesday, Prime M nister Datuk Seri Dr Mahathir Mohamad said t hat
even i f the the Budget does include higher duty for tobacco products, the
tobacco industry will still survive and be profitable.

He was conmenting on recent specul ati on of higher duty for tobacco
products, sparked by the tobacco i ndustry's recent rel ease of a study
showi ng that the industry pays hefty taxes.

However, Chew pointed out that hi gher excise duty for tobacco products
isn't really necessary because the Governnent's revenue positionis
heal t hy.

Meanwhi | e, an anal yst at a | ocal stockbroking firmfeels that if the
Government decides to rai se the duty on tobacco products, it will be at
bet ween two per cent and five per cent.

Such a hi ke, he said, will have a mnimal effect on cigarette prices.

"The price of a pack of 20 is expected to increase by a nere five sen if
t he tobacco conpani es deci de to pass on the higher duty to the end
custoner," he added

He al so agreed that any increase is not expected to have a negative
effect on the bottomline of the industry players.
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