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New cigarette warning labels not likely to be a game changer 

FDA reveals proposed images for cigarette packs 

The FDA revealed 36 colored images accompanied by new warning 

statements that it is considering using on cigarette packaging.  The FDA 

will survey 18,000 smokers to help determine which 9 of the 36 images will 

be used before finalizing the choices by 6/22/11. The new warning labels 

will be implemented in September 2012.  The graphics will cover the top 

50% of both the front and back of the pack and the 9 selected images will 

be used evenly across the brands.  All cigarette advertisements must also 

have these images, but they only need to take up 20% of the space.  About 

39 other countries already mandate that cigarette packaging carry these 

types of images. 

Some volume impact possible but we do not expect major change 

The timing is still two years away, so we do not envision investor concern 

rising on this in the near term.  In addition, analysis of other countries that 

use graphic images on packs indicate that outcome should be manageable. 

1) The impact of the use of images in other countries not 
conclusive - Many of the countries do not show clear changes on volume 

trend from the introduction of images on pack. There are a few countries 

that showed outsized declines in volumes following the label change (ex. 

Singapore, Taiwan, Malaysia), but many of these saw simultaneous tax 

increases which skews the results. 

2) Placement on the upper portion of the packs could affect retail 
display – Some retailers only display the upper portion of the cigarette 

pack and in those cases the FDA images could dominate the consumers 

view rather than the brand since they will cover the top 50% of the pack. 

That said, the companies are likely to work with the retailers to alter the 

display after the change.    

3) Graphic displays could deter new smokers – These graphics will 

likely have a much more muted effect on existing smokers than on new 

potential smokers.  While the images are slightly more moderate than 

those used in parts of Europe and Malaysia, some of the images still 

include graphic depictions of deceased people and diseased lungs. 

Neutral coverage view; CL-Buy on LO and Buy on PM 

We remain constructive on the tobacco sector given steady fundamentals 

and attractive cash returns.  
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Exhibit 1: No distinct pattern of volume declines post the implementation of graphics on the packs 

Cigarette volume change 

 

Source: Euromonitor, Goldman Sachs Research estimates 

 

Exhibit 2: Results are inconclusive as countries with large declines also had simultaneous tax increases 

Average volume change pre- and post-images on cigarette packs (timeframe 1998-2009) 

 

Source: Euromonitor, Goldman Sachs Research estimates 

 

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 Implementation Date of images

India ‐4.9% 0.7% ‐0.9% ‐9.5% 2.9% 2.8% 2.1% 3.6% 1.1% ‐1.3% ‐8.6% ‐1.0% February 2007

Malaysia ‐8.2% 1.3% 0.9% 1.3% 0.5% 0.3% ‐0.7% ‐4.3% ‐8.7% ‐3.0% ‐2.0% ‐7.7% March 2009

Singapore ‐1.3% ‐1.1% ‐1.2% ‐1.3% ‐1.9% ‐2.3% ‐3.0% ‐19.5% ‐10.4% 5.9% 10.2% 13.3% August 2004

Thailand ‐12.5% ‐0.3% ‐0.9% ‐3.9% 1.2% 6.6% 13.7% 0.3% ‐5.3% 2.8% ‐0.3% 0.4% March 2005

Australia ‐2.1% ‐4.5% ‐5.8% ‐6.1% 1.0% 2.0% ‐1.4% ‐2.6% ‐2.3% 0.2% ‐0.5% ‐0.1% March 2006

Brazil ‐4.9% ‐0.2% ‐0.2% ‐0.2% ‐3.5% ‐5.7% ‐1.0% 4.4% 2.3% 0.5% ‐1.4% ‐6.0% December 2001

Uruguay 1.0% ‐1.2% ‐6.1% 0.6% ‐10.0% ‐6.0% ‐2.3% ‐2.3% ‐10.0% ‐6.5% ‐9.8% ‐5.8% 2005

Canada 0.2% ‐0.6% 1.1% ‐1.6% ‐7.3% 2.6% ‐2.2% 1.9% ‐11.3% ‐6.0% ‐3.2% 0.9% 2001

United Kingdom ‐6.2% ‐9.7% ‐9.8% 5.5% 0.3% ‐1.2% 0.9% ‐4.7% ‐2.8% ‐3.7% ‐3.2% 0.3% October 2008

Taiwan 0.8% 0.5% 0.7% 1.0% ‐0.7% 0.2% 0.5% 0.4% 0.4% 0.4% ‐0.7% ‐14.2% January 2009

Romania 1.5% ‐1.7% ‐0.5% ‐0.9% ‐2.7% ‐1.6% 0.0% ‐13.2% ‐10.7% 4.1% 16.5% ‐4.6% July 2008

Chile ‐2.0% ‐2.8% ‐0.5% ‐2.1% ‐1.4% ‐1.7% 0.1% 4.0% 1.7% 0.9% 3.2% 0.1% August 2006

Venezuela ‐0.1% ‐12.0% 4.4% 2.2% 3.1% ‐21.7% 6.6% 7.8% 9.9% 3.5% ‐8.6% ‐3.2% April 2005

Belgium 6.2% 9.4% 2.1% ‐5.1% 4.0% ‐1.6% ‐7.7% ‐1.8% ‐1.6% ‐1.5% ‐3.8% ‐4.0% April 2007

USA ‐2.5% ‐7.6% ‐2.2% ‐3.1% ‐3.7% 2.7% ‐2.8% ‐2.2% ‐1.1% ‐4.2% ‐4.0% ‐9.2%

*Grey areas depict years when images were in place on the packs
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companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 
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Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 
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Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 
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There are no company-specific disclosures. 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 30% 54% 16% 50% 43% 37% 

As of October 1, 2010, Goldman Sachs Global Investment Research had investment ratings on 2,845 equity securities. Goldman Sachs assigns stocks 

as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell 

for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs usually makes a 

market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities. 



November 12, 2010  Americas: Tobacco 
 

Goldman Sachs Global Investment Research 4 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as an 

officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may 

not be associated persons of Goldman Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts.  

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in 

prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs 

website at http://www.gs.com/research/hedge.html.  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs & Co. has approved of, and agreed to take responsibility for, this research in Canada if and to the extent it 

relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the 

company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred to in this research may 

be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this 

research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information on the subject 

company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports 

distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not having product 

promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 

retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 

with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by 

Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 

Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available 
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Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto 

Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan 

(FFAJ). Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific 
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Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 
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months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following 

12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the 
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Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 

advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman 

Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 

determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and 

price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended 

coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information 

is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in 

Australia by Goldman Sachs & Partners Australia Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs & Co. 

regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman 

Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul 
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Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman Sachs & Co. 

Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European Union.  
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connection with its distribution in the European Union and United Kingdom; Goldman Sachs & Co. oHG, regulated by the Bundesanstalt für 
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