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Introduction

he consumption of tobacco, alcohol, and soft 
drinks is a global public health concern. All three 

substances which are key causes of non-communicable 
diseases (NCDs) which are the leading cause of death 
in Mexico.

Consumption of soft drinks is associated with dia-
betes and obesity, and smoking is linked to hyper-
tension and heart disease, among other significant 
negative health effects (Colchero et al., 2016).

This policy brief highlights the potential impact of a 
joint tax increase on tobacco, alcohol, and soft drinks 
in Mexico. To explore these effects, it is important to 
understand what happens to demand when prices 
increase, a concept known as elasticity. All three of 
these products appear to be complementary in Mex-
ico, as they present negative elasticities when their 
prices rise; in other words, consumption decreases as 
prices increase. Additionally, consumers with NCDs 
are even more responsive to price changes than the 
general population.

Tax increases on tobacco, alcohol, and soft drinks that 
effectively increase prices would reduce their con-
sumption while also generating new resources that 
the government can allocate to support public health 
and cover a substantial portion of the current cost of 
NCDs. The effects of this policy—reducing consump-
tion and increasing revenue—would be particularly 
helpful in the context of the COVID-19 pandemic and 
the obesity epidemic that Mexico is currently facing.

Excise tax in perspective
and the control of NCDs

Recent increases in excise tax (IEPS) on tobacco 
in 2011 and soft drinks and junk food in 2014 effec-

tively reduced their consumption. In the case of 
soft drinks, as prices increased by 11 percent, con-
sumption of taxed beverages was reduced by 12 
percent in 2014 (Colchero et al., 2016).

In 2020 the specific component of IEPS for tobacco 
rose from 0.35 to 0.49 pesos per stick. This tobac-
co reform is expected to reduce consumption by 4.8 
percent and increase tobacco tax revenue by 9.3 per-
cent (Huesca et al., 2020).

While this tax update was important, the World 
Health Organization's (WHO, 2015) recommendation 
is to raise total taxes to at least 75 percent of the 
retail price, which translates into a specific compo-
nent of 1.50 pesos per stick. This policy would have 
positive effects by increasing revenue collection and 
further reducing tobacco consumption. 

An increase in the price of tobacco, alcohol, and 
soft drinks via higher taxes would result in changes in 
the consumption of the taxed products, and since 
the products are related and complementary, a price 
change in one will also affect consumption of the other 
two. Table 1 presents the effect on consumption by 
type of product across the full population.

In the case of tobacco consumers, a ten-percent in-
crease in cigarette prices would reduce tobacco con-
sumption by 7.6 percent, alcohol consumption by 

Table 1. Effect of a ten-percent increase in
cigarette prices in Mexico on the population

Note: Estimation of own and cross-elasticities where
the products are complementary.
Source: CIAD

Effect on 
consump-

tion of:

Increase of 10% in the price of:

Tobacco Alcohol Soft drinks

Cigarettes -7.57 -0.36 -8.09

Alcohol -0.22 -5.99 -1.09

Soft drinks -0.81 -0.17 -4.04

Simultaneously increasing taxes 
on tobacco, alcohol, and soft drinks 
helps to reduce consumption
of all three

T
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0.22 percent, and soft drink consumption by around 
0.81 percent (Table 1, first column).

On the other hand, a ten-percent increase in the 
price of alcohol would reduce alcohol consumption 
by 6 percent, tobacco consumption by 0.36 percent, 
and soft drink consumption by 0.17 percent (Table 
1, second column). Lastly, the third column shows 
that a 10 ten-percent increase in the price of soft 
drinks would reduce soft drink consumption by 4.04 
percent, alcohol consumption by 1.09 percent, and 
tobacco consumption by 8.09 percent.

A joint tax reform increasing taxes on all three prod-
ucts would cause the price of tobacco to rise 43.7 
percent, followed by 8.7 percent for soft drinks, and 
8.3 percent for alcohol. This reform would produce 
an even larger aggregate reduction of 40.4 percent 
in the consumption of cigarettes, 6.8 percent for al-
cohol, and 7.2 percent for soft drinks, as shown in 
Table 2.

Tobacco tax reform would have the 
greatest effect on each type of NCD

Smoking cessation among individuals with one NCD 
compared to the entire population is shown in Fig-
ure 1. Increasing the tobacco specific excise tax to 
1.50 pesos per stick reduces smoking by 6.9 percent 
among the general population. A greater prevalence 
reduction is observed for diabetics, at 9.1 percent 
(38,892 smokers), along with a decrease of 7.9 per-
cent among the hypertensive (61,133 smokers) and 
4.3 percent for obese individuals (80,514 smokers). 
Consequently, a total of 169,084 smokers with at 
least one NCD would quit smoking. 

The tax reform will offer a triple benefit:

1. A reduction of consumption across the entire 
population

2. An even greater reduction among those groups 
with one or more NCDs

3. An increase in revenue

Therefore, simultaneously increasing tax on tobac-
co, alcoholic beverages, and soft drinks would pro-

In the face of a tax increase for each 
product, consumption would be most 
heavily impacted among smokers, who 
would reduce their consumption of 
tobacco, alcohol, and soft drinks to a 
greater extent than other groups

Table 2. Reductions in consumption as a result
of the 2020 tax reform proposal for the three 

products in Mexico (%)

Source: CIAD

Con-
sumption 
effect on:

Increase in product price due to reform

Only
cigarettes

Only 
alcohol

Only soft 
drinks

Three 
products

% change 
in price 43.7 8.3 8.7

Cigarettes -33.08 -0.30 -7.08 -40.46

Alcohol -0.96 -4.96 -0.95 -6.88

Soft drinks -3.54 -0.14 -3.54 -7.22

Population

Ce
ss

at
io

n 
(%

)

Obesity Hypertension Diabetes

6.9 4.3 7.9 9.1

Figure 1. Smoking cessation response
by health condition (cessation rates)

Source: CIAD
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duce the greatest impact on the Mexican population, 
especially those with preventable health problems 
such as many NCDs.

Conclusions

Mexico faces a twofold challenge for which it urgent-
ly needs public health resources: first, the NCD pan-
demic due largely to smoking, obesity, and diabetes; 
and second, the COVID-19 pandemic. The WHO has 
indicated that health-promoting taxes are the most 
cost-effective mechanism for reducing consumption 

of these products while providing governments with 
additional resources to help meet the current public 
health burden of NCDs.

By doing all three tax reforms on tobacco, alcohol, 
and soft drinks would decrease their consumption; 
the government would get even more in terms of 
positive public health effect than if they implement-
ed them separately at different times. . Furthermore, 
it would induce smokers with medical conditions to 
quit, resulting in increased government revenue and 
lower health costs. 
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