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<Abstract>

Analysis of Relationship between Increased Black Market
Sales and Price Elasticity of Cigarette in South Korea*

Bo—Young Kim** - Dong—Hyun Yoon*** - Hyun—Seok Yang****

South Korean government raised the price of cigarette from 2,500KRW to 4,500KRW
per unit in November 2014 in order to discourage cigarette consumption. This re—
sulted in significant negative impact on cigarette market in South Korea by increased
volume of cigarette marketing in black market.

Distribution of cigarette in black market has a long history with government’s
surveillance. In order to completely eliminate illegan marketing of cigarette in black
market, it is necessary to establish a traceability system, and recently coding technology
enables inspection, verification, monitoring, inventory management and product track—
ing of cigarette in more diverse ways. This allows authorities in South Korea to be
able to control illegal marketing of cigarettes more effectivley. increased price of ciga—
rette in Korea is expected to result in increased illegal marketing of cigarette, thus
establishment of traceability is becoming an imperative in Korea. Nonethless, this will
raise the cost of regulation significantly, and feasibility of such system is yet to be
determined.

Previous studies have reported effects of increased cigarette price, nonetheless few
studies focused on the direct relationship between cigarette price and volume of cig—
arette sales in black market. The purpose of this study is to assess the effect of in—
creased cigarette price on change of cigarette sales volume in black market. Finding
show that 10 percent increase in cigarette price led to 6.25 percent increase in sales
volume of cigarette in black market. In addition, if a cigarette product has a bar
code label, less volume is marketed through black market compared to a product
which has no bar code label. Overall, products from a country with a bar code label
have 59.2 percent lower sales volume in black market. Thus, implementation of

* The research reported is funded by the Social Science Korea (SSK) Research Grant of the
National Research Foundation of Korea (NRF—2013S1A3A2052995).

#=* Professor, School of Business, HanYang University, kimrby@gmail.com

#xx Doctoral student, School of Business, HanYang University, midane2000@gmail.com

w0 Corresponding Author, Assistant Professor, School of Business, Korea Aerospace University,
seokyun7993@hanmail.net
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traceability system may be an effective strategy in managing cigarette marketing in
South Korea. This study also reports on feasibility of traceability system on cigarette
marketing in South Korea.

In summary, this study first examines the current situation of cigarette marketing
in black market, and examines the relationship between cigarette prices and volume
of illicit cigarettes distributed in black market. this will be followed by forecast change
in the volume of illicit cigarette sales in black market when the official cigarette price

increases.

Keywords: Illicit Cigarettes, Price Elasticity, Traceability System, Cigarette Price



