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Executive Summary

Introduction

Tobacco use is high in Romania, with nearly
5 million adults (27%) smoking tobacco prod-
ucts. Men are more than twice as likely to
smoke as women, with smoking prevalence
among men at 37.4% as compared to 16.7%
among women. However, the gender gap has
diminished over time, with smoking preva-
lence doubling among women in the post-
communist years, and decreasing slightly in
the recent years. While the overall rates of
smoking have declined in recent years, still
more than 1 in 4 adults smoke daily, and
nearly all smokers consuming manufactured
cigarettes. There is a strong socioeconomic
gradient in smoking, with more financially se-
cure Romanians less likely to smoke.

As in many countries, most tobacco use in Ro-
mania begins during adolescence. Among
youth, tobacco use prevalence among girls is
only slightly lower than among boys, suggest-
ing that the gender gap in smoking observed
among Romanian adults is likely to disappear
A significant number of Romanian youth are
still taking up tobacco use, with 12.2% of boys
and 10.1% of girls ages 13 through 15 con-
suming some tobacco products.

Nearly 43,000 Romanians died in 2010 from
a disease caused by smoking. Nearly one-
quarter (23.8%) of all deaths among men and
about one in twelve (8.2%) of all deaths
among women in 2010 were caused by to-
bacco. These rates are higher than the average
of other middle-income countries. The major-
ity of these deaths result from lung and other
tobacco-induced cancers, strokes, ischemic
heart and other cardiovascular diseases, and
respiratory diseases. The costs of treating
smoking-attributable diseases was over RON
1.2 billion in 2012, approximately 5.4% of
overall health care spending that year. These
costs are almost certainly an underestimate
given that they only reflect the costs of hospi-
talized cases and cases financed by National

Health Programs and are limited to a subset of
the diseases caused by tobacco use.

Tobacco Growing and Manufacturing

Tobacco farming in Romania has changed
dramatically over the past few decades. In the
post-communist years, and particularly since
joining the EU, tobacco farming in Romania
has declined considerably. Romania now im-
ports most of the tobacco leaf used in local
production. As a result, relatively few Roma-
nians rely on tobacco growing for their liveli-
hoods, and tobacco control policies that seek
to decrease domestic tobacco consumption
will have little impact on them.

As with tobacco farming, Romania's cigarette
manufacturing industry has undergone dra-
matic changes over the past few decades.
During the Communist period, the Romanian
Tobacco Monopoly controlled the country's
cigarette market. The cigarette market in Ro-
mania is now highly concentrated, as is the
case in much of the world. The three largest
multinational tobacco companies - British
American Tobacco, Philip Morris Interna-
tional, and Japan Tobacco International -
dominate the local cigarette market, with fac-
tories that produce large numbers of ciga-
rettes. Most cigarettes produced in Romania
are exported to other EU countries. As ciga-
rette production has increased, employment in
cigarette manufacturing has also risen; how-
ever, given the capital-intensive nature of pro-
duction, relatively few Romanians are em-
ployed in cigarette manufacturing. Because
most production is exported, tobacco control
policies that reduce domestic consumption
will have minimal impact on employment in
cigarette manufacturing.

Tobacco Control Efforts

The World Health Organization’s Framework
Convention on Tobacco Control (FCTC), the
world’s first public health treaty, calls for gov-
ernments to adopt comprehensive policies to
curb tobacco use. Romania signed the FCTC
on 24 June 2004, and ratified the treaty eight-
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een months later, on 27 January 2006. How-
ever, as in many low and middle-income Par-
ties to the treaty, tobacco control policies in
Romania fall far short of those called for by
the FCTC. Nevertheless, Romania's tobacco
control policies have strengthened since its ac-
cession to the EU, as it came into compliance
with the EU's various tobacco-related direc-
tives, and recent developments suggest that
this trend will continue.

The smoke-free policy implemented in March
2016 is relatively comprehensive and covers
health care and educational facilities (includ-
ing universities), government buildings, in-
door workplaces, restaurants, public transport
and other indoor public places, and includes
indoor and outdoor playgrounds, but compli-
ance with the policy is uncertain. Tobacco ad-
vertising is banned on national and interna-
tional television and radio, in local magazines
and newspapers, on billboards and outdoors,
and on the Internet, but allowed in interna-
tional magazines and newspapers and at the
point of sale. Tobacco company sponsorship
of public events is allowed, as are promotional
discounts and the distribution of free samples.
Graphic health warnings are required on ciga-
rette packages, and the use of misleading
terms and descriptors, such as 'low tar," 'light'
and 'mild," is banned.

Romania does relatively well with respect to
its support for smoking cessation. There is a
national, toll-free telephone quit line availa-
ble, so that smokers can discuss cessation with
trained counselors. A variety of pharmaceuti-
cal cessation products are available, some
fully covered under the national health insur-
ance program. Smoking cessation support is
available from many health care providers and
is also fully covered under the national health
insurance program.

Finally, there is a growing tobacco control ad-
vocacy movement in Romania, led by Aer Pur
Romania, which created the Romanian Net-
work for Smoking Prevention, a coalition with
members from a variety of civil society organ-
izations. Their efforts are supported by re-
gional and global organizations, including the
European Network for Smoking and Tobacco

Prevention (ENSTP), the Framework Con-
vention Alliance, and the Campaign for To-
bacco-Free Kids (CTFK). In September 2016,
the “Romania Respira” Coalition, a group of
over 250 institutional and individual civil so-
ciety members, with the support of ENSTP
and CTFK and under the patronage of the Ro-
manian Presidency, launched a proposed na-
tional strategy to reduce tobacco consumption
in Romania.

Tobacco Taxes, Prices and Demand

Upon joining the EU in 2007, Romania be-
came subject to the EU's tobacco tax directive
(Council Directive 2002/10/EC), which sets
standards for cigarette and other tobacco prod-
uct excise taxes. Romania and other European
Union countries implement a mixed tax struc-
ture, combining specific and ad valorem ex-
cise taxes. In addition to the excise taxes it ap-
plies to cigarettes, Romania also applies the
same value added tax that it applies to many
other goods and services

Excise taxes account for 60% of retail prices
of retail cigarette prices on average, while to-
tal taxes on cigarettes account for approxi-
mately three-fourths of retail prices. This is
below the WHO recommendation that excise
taxes account for 70% or more of retail price,
and below the level in countries that have used
tobacco taxes as part of a comprehensive strat-
egy for reducing tobacco use.

Extensive research from a growing number of
countries has documented the inverse rela-
tionship between cigarette prices and con-
sumption. Romania is no exception. The siza-
ble increases in cigarette taxes and prices over
the past 15 years have contributed to signifi-
cant reductions in smoking in Romania. De-
spite the significant increases in prices over
the past 15 years, cigarettes in Romania are
now more affordable than they were twenty
years ago. Existing evidence, as well as new
estimates produced for this report, reiterates
the finding that rising cigarette prices reduce
smoking, all else constant. These estimates in-
dicate that a 10% increase in average cigarette
prices in Romania will lead to about a 6% re-
duction in cigarette consumption.
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Impact of tax increases on public health and
tax revenues

Based on existing and new estimates of the re-
sponsiveness of cigarette demand to price, we
modeled the impact of increases in cigarette
tax rates. Increasing the excise tax so that it
accounts for 65% of average cigarette prices
would raise average prices by close to 19%
and reduce cigarette sales by 18.1%. We esti-
mate that this tax and price increase will lead
more than 403,000 current Romanian adult
smokers to quit and prevent over 170,000 Ro-
manian youth from becoming smokers. To-
gether, these reductions in smoking will pre-
vent over 225,000 premature deaths caused by
tobacco use in the current population cohort.
At the same time, the tax increase will gener-
ate over 1.3 billion RON in new cigarette tax
revenues. An even larger tax increase would
have a much greater public health impact.

Recommendations

1. Implement a large increase in the ciga-
rette excise tax that significantly raises
cigarette prices and reduces cigarette
smoking in Romania.

2. Include annual adjustments in cigarette
taxes that ensure that the affordability of
cigarettes is reduced as incomes increase.

3. Increase taxes on other tobacco products
to be equivalent to cigarette taxes and to
reduce the use of these products.

4. Increase the amount of earmarked to-
bacco taxes and allocate some of the new
earmarked revenues to tobacco preven-
tion and cessation efforts.

5. Strengthen tobacco tax administration,
increase enforcement, and eliminate
duty-free sales of tobacco products in or-
der to control tax avoidance and evasion
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l. Introduction

Tobacco smoking and other forms of tobacco
use impose a large and growing public health
burden globally and in Romania. Globally,
cigarette smoking currently causes about 6
million premature deaths each year, and cur-
rent trends suggest that one billion people will
die from tobacco use in the 21st century.*

Tobacco use is high in Romania, with nearly
5 million adults smoking tobacco products; in
2010, almost 43,000 Romanians died prema-
turely from the diseases caused by smoking .

Tobacco use causes significant economic
costs, from the health care expenses required
to treat the diseases caused by tobacco use to
the lost productivity resulting from tobacco-
attributable illnesses and premature death. To-
bacco use is high in Romania, with nearly 5
million adults smoking tobacco products; in
2010, almost 43,000 Romanians died prema-
turely from the diseases caused by smoking .?
Men are more than twice as likely to smoke
than women, with smoking prevalence among
men at 37.4% as compared to 16.7% among
women. Nearly all smokers consume manu-
factured cigarettes, and the vast majority
smoke daily. In addition, a significant number
of Romanian youth are taking up tobacco use,
with 12.2% of boys and 10.1% of girls ages 13
through 15 consuming some tobacco prod-
ucts.®

A significant number of Romanian youth are
taking up tobacco use, with 12.2% of boys and
10.1% of girls ages 13 through 15 consuming
some tobacco products.

The growing recognition of the health and
economic consequences of tobacco use have
led many to call for the adoption and imple-
mentation of strong tobacco control measures,
leading policy makers to introduce a variety of
legislation. While Romania has signed and
ratified the WHO Framework Convention on
Tobacco Control,* much progress remains on
meeting the obligations and guidelines of the

treaty.> The smoke-free policy implemented
in March 2016 is relatively comprehensive
and covers health care and educational facili-
ties (including universities), government
buildings, indoor workplaces, restaurants,
public transport and other indoor public
places, and includes indoor and outdoor play-
grounds,® but compliance with the policy is
uncertain. Tobacco advertising is banned on
national and international television and radio,
in local magazines and newspapers, on bill-
boards and outdoors, and on the Internet, but
allowed in international magazines and news-
papers and at the point of sale. Tobacco com-
pany sponsorship of public events is allowed,
as are promotional discounts and the distribu-
tion of free samples. Graphic health warnings
are required on cigarette packages, and the use
of misleading terms and descriptors, such as
‘low tar', 'light' and 'mild," is banned. Tobacco
excise taxes have increased over time, partic-

Tobacco excise taxes have increased over
time, particularly since Romania's accession
to the European Union, but tobacco products
are more affordable now than they were at the
start of the new millennium.

ularly since Romania's accession to the Euro-
pean Union, but tobacco products are more af-
fordable now than they were at the start of the
new millennium.’

The cigarette market in Romania is almost en-
tirely controlled by three multinational to-
bacco companies — British American To-
bacco Romania SRL (BATR), accounting for
nearly half of all sales; Philip Morris Romania
SRL (PMR), accounting for about one-quarter
of the market; and Japan Tobacco Interna-
tional (Romania) SRL (JTI) accounting for
just over one-fifth of the market.

In this report, we briefly describe the tobacco
environment in Romania, beginning with a
discussion of tobacco use and its health and
economic consequences, followed by a brief
review of the supply of tobacco and tobacco
products. Given consumption patterns and
available data, most of the discussion focuses
on manufactured cigarettes. We then provide
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a short description of tobacco control policies
in Romania followed by a more detailed dis-
cussion of tobacco taxes and prices. Existing
evidence and new estimates of the effects of
prices on tobacco use is presented and these
findings are used to estimate the impact of al-

ternative tax increases on consumption, excise
tax revenues, tobacco use prevalence, and fu-
ture deaths from tobacco use among those in
the current population cohort. The report
closes with recommendations for future to-
bacco tax policy in Romania.

Endnotes to Chapter |

! World Health Organization. WHO Report on the Global Tobacco Epidemic, 2015: Raising Taxes on Tobacco.
Geneva: World Health Organization. 2015.

Z Irimie S. Global Adult Tobacco Survey: Romania 2011. Bucharest: Ministry of Health Romania. 2012.

3 World Health Organization. WHO Report on the Global Tobacco Epidemic, 2015: Country Profile - Romania.
Geneva: World Health Organization, 2015.

4 World Health Organization. WHO Framework Convention on Tobacco Control. Geneva: World Health Organi-
zation. 2003.

> World Health Organization. WHO Report on the Global Tobacco Epidemic, 2015:Raising Taxes on Tobacco.
Geneva: World Health Organization. 2015.

® Law No. 15/2016 amending and supplementing Law no. 349/2002 on preventing and combating the effects of
tobacco products for official legal reference to 2016 law

" World Health Organization. WHO Report on the Global Tobacco Epidemic, 2015: Country Profile - Romania.
Geneva: World Health Organization, 2015.
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Il1. Tobacco Use and its Consequences in
Romania

Tobacco use, primarily in the form of cigarette
smoking, has been falling in Romania, but re-
mains high relative to other European Union
countries, particularly among men. The gen-
der gap has diminished over time, the smoking
prevalence doubled among women in the
post-communist years, and decreased slightly
in the recent years. Similarly, youth tobacco
use has also been falling over time in Roma-
nia, but tobacco use prevalence among girls is
only slightly lower than among boys. This
section provides some background on the
country of Romania, and describes the levels
of and trends in tobacco use among Romanian
adults and youth and the resulting health and
economic consequences.

Country Profile

Romania is located in the Central-South-East-
ern part of Europe. Its borders are 3150 kilo-
meters long and it has five neighbors: Ukraine
(North and North-East), Republic of Moldova
(East), Bulgaria (South), Serbia (South-West)
and Hungary (North-West). Romania is di-
vided into 41 counties and its capital city, Bu-
charest, which has special status. Within these
counties there are 103 municipalities, 217
other cities, and 2,856 communes, with com-
munes further subdivided into nearly 13,000
villages. Romania was Communist from 1947
to 1989. Romania has been a member of
NATO since 2004 and joined the European
Union (EU) in 2007.

As of the January 1, 2014 census, Romania
had 19,942,600 inhabitants, of which
9,738,400 (48.8%) are men and 10,204,200
(51.2%) are women. The population has been
declining over time and there is a net out-mi-
gration of residents, yielding a population de-
crease of 153,400 persons from January 1,
2012 to January 1, 2014. Romania's popula-
tion is relatively older, with less than 15% of
the population under 15 years of age and
21.5% aged 60 years or older. The World
Bank classifies Romania as an upper-middle-
income country, with a per capita GDP of
$8,973 (35,943 RON) in 2015.2 Romania's

economy grew rapidly in the years around its
accession to the EU, before declining during
the global recession of 2009-2010. In recent
years, economic growth has resumed, with av-
erage annual GDP growth of over 3.4% since
2012. Literacy is high at over 98% of the adult
population, but poverty is also high, with over
one-quarter of the population living below the
poverty line in 2013.

Tobacco has been consumed in Romania for
many centuries. The oldest artifacts proving
the use of tobacco are pipes discovered at the
ruins of Suceava citadel in the northeastern
area of present-day Romania. In the second
part of the XVII century the Romanian Coun-
tries were recognized commercial centers for
local and foreign tobacco products.

Smoking prevalence doubled among women
in the post-communist years, and decreased
slightly in the recent years.

Adult Tobacco Use

A variety of surveys have assessed the extent
of tobacco use in Romania since the end of the
Communist era (see Figure 2.1).° A 1989 sur-
vey conducted by the Ministry of Health's
Centre for Medical Statistics and Medical
Documentation estimated that adult smoking
prevalence was 25.9%, with prevalence
among men (43.9%) almost four times greater
than prevalence among women (11.3%)°. A
1994 survey by the Ministry of Health using
the same methods found that smoking preva-
lence had increased to 28.0%, with higher
rates among women (15.2%) accounting for
the overall increase.!

In contrast, a 2002 survey by the Center for
Medical Statistics and Medical Documenta-
tion Center found that smoking prevalence
among persons 15 and older was 20.8%.?
However, a 2004 survey by the Centre for
Health Policies and Studies found a much
higher prevalence rate of 35.3% among Ro-
manians ages 14 through 60 years.™®* Subse-
quent surveys confirmed the relatively higher
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Figure 2.1 - Estimates of Adult Smoking Prevalence, Romania, 1989-2014
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Sources: 1989 and 1994 - Ministry of Health, Centre for Medical Statistics; 2002 - Center for Medical Statis-
tics and Medical Documentation Center; 2004 - Centre for Health Policies and Studies; 2007, 2008b, 2009b,
2012, 2014 - Eurobarometer; 2008a and 2009a - National Institute of Pneumology; 2010 - Pricing Policies and
Control of Tobacco in Europe; 2011 - Global Adult Tobacco Survey

prevalence rates. For example, the 2007 Euro-
barometer survey estimated that 31% of adult
Romanians were smokers, with a similar esti-
mate of 30% measured by the 2009 and 2012
Eurobarometers.!41>1® Surveys conducted by
the National Institute of Pneumology Marius
Nasta found somewhat higher rates, with esti-
mated prevalence of 36.1% (2008) and 32.4%
(2009).

Prevalence rates from more recent surveys are
generally lower. For example, the 2010 Pric-
ing Policies and Control of Tobacco in Europe
(PPACTE) survey estimated overall preva-
lence of 26.0%.'® Similarly, the 2011 Global
Adult Tobacco Survey (GATS) estimated that
smoking prevalence among Romanians 15
years and older was 26.7%, with prevalence
among men (37.4%) more than double preva-
lence among women (16.7%). Finally, the
most recently available Eurobarometer sur-
vey, conducted in November-December 2014,
estimated overall smoking prevalence at 27%.
Given this prevalence rate and current popula-
tion estimates, there are approximately 5 mil-
lion current adult smokers in Romania.

Inconsistent prevalence estimates from the
various surveys likely reflect a variety of fac-
tors, from variations in survey methods and
populations covered to differences in the

measure of smoking (e.g. daily smoking vs.
any smoking; cigarette smoking vs. any to-
bacco smoking). Despite these differences, it
appears that adult smoking prevalence in Ro-
mania has been falling in recent years, after
rising in the 1990s and early 2000s. Different
trends emerge for smoking among men and
women, with male smoking rates generally
declining steadily over time, while rates
among women appear to have risen, narrow-
ing the gap in prevalence between men and
women.

Different trends emerge for smoking among
men and women, with male smoking rates
generally declining steadily over time, while
rates among women appear to have risen, nar-
rowing the gap in prevalence between men
and women.

For example, in the most recent Eurobarome-
ter survey, male prevalence (33%) was 1.5
times greater than female prevalence (22%).1°

Based on the data regarding to the starting and
quitting year of smoking of nationally repre-
sentative GATS 2011 survey, we computed
the prevalence data for each year of 1981-
2011 period (see Figure 2.2).%°
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Figure 2.2 — Estimated prevalence 1981-2011 (based on GATS 2011)
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As shown in Figure 2.3, there are differences
in smoking rates based on various socioeco-
nomic and demographic factors. Smoking
prevalence in Romania generally rises with
age, before starting to fall in middle and older
ages. Education appears to have little impact
on smoking rates, but there appears to be a
strong socioeconomic gradient in smoking,
with more financially secure Romanians less
likely to smoke. Finally, smoking rates are
somewhat higher among those living in urban
areas than among rural residents.

Nearly all adult tobacco consumption in Ro-
mania is in the form of manufactured ciga-
rettes. Based on the 2011 GATS, only 2.8%
of smokers consumed hand-rolled cigarettes,
and 3.6% consumed another form of smoked
tobacco (cigars, cigarillos, or pipe tobacco).
Given the European Union's tobacco products
directive, smokeless tobacco products are not
legally available in Romania. Use of elec-
tronic cigarettes and other vaping devices is
beginning to emerge in Romania, with 8% of
Romanian adults report having tried them in

Figure 2.3 - Smoking Prevalence in Romania by Socioeconomic and Demographic Groups
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the 2014 Eurobarometer survey. However,
regular use is very rare, with only 2% of re-
spondents reporting having used them regu-
larly in the past and none reporting current
use.

Among daily smokers, cigarette consumption
is relatively high, with over half smoking at
least 20 cigarettes per day.

Most Romanian smokers smoke every day,
with less than one in eleven smoking less than
daily. Among daily smokers, cigarette con-
sumption is relatively high, with over half
smoking at least 20 cigarettes per day. Among
daily smokers, cigarette consumption is rela-
tively high, with over half smoking at least 20
cigarettes per day.

Male smokers are heavier smokers than fe-
male smokers, with men who smoke daily
consuming nearly 18 cigarettes per day, on av-
erage, compared to just over 14 cigarettes per
day smoked by women who consume daily.

Most Romanian smokers are relatively ad-
dicted, with almost 70% reporting smoking
within 30 minutes of waking up. Nevertheless,
smoking cessation is not uncommon in Roma-
nia, with about one-third of ever smokers in
the GATS survey having successfully quit and
37.8% of current smokers having made a quit
attempt in the past year. Only one-third of
smokers express no interest in quitting, but
most smokers who are interested in quitting
indicate that they will not quit in the next year.
Over two-thirds of smokers who saw a health
care provider in the past year were advised to
quit.

More than one in five smokers (20.4%) and
about one in six non-smokers (16.4%) do not
believe that smoking causes strokes, heart at-
tacks, lung cancer, and other cancers.

Most Romanian adults (75.1%) report having
seen anti-smoking advertising on television,
but many appear unaware of some of the

health consequences of smoking. For exam-
ple, more than one in five smokers (20.4%)
and about one in six non-smokers (16.4%) do
not believe that smoking causes strokes, heart
attacks, lung cancer, and other cancers.

Almost one in 11 smokers (9.3%) did not be-
lieve that nonsmoker exposure to tobacco
smoke caused serious illnesses.

Awareness of the harms from secondhand
smoke exposure is higher, but almost one in
11 smokers (9.3%) did not believe that non-
smoker exposure to tobacco smoke caused se-
rious illnesses.

In the 2011 GATS, about three in ten non-
smoking adults (29.2%) reported being ex-
posed to tobacco smoke in the workplace, and
almost one-quarter (24.4%) reported being ex-
posed to tobacco smoke at least monthly at
home. Non-smokers report strong support for
smoke-free policies, with 81.9% favoring a
complete ban on smoking in restaurants and
66.2% supporting a complete ban on smoking
in bars, as compared to 44.6% and 31.5% of
current smokers, respectively.

Youth Tobacco Use

As in many countries, most tobacco use in Ro-
mania begins during adolescence. Among
ever smokers ages 20 through 34 years in the
2011 GATS, 81.9% reported having started
smoking before age 20, with 38.8% starting by
age 16. The Global Youth Tobacco Survey
(GYTS), a school-based survey of youth
mostly ages 13 through 15 years, has been
conducted three times in Romania (2004,

81.9% reported having started smoking before
age 20, with 38.8% starting by age 16.

20092!, and 2013%%). Estimated smoking
prevalence fell sharply between each wave of
the GYTS, with overall smoking prevalence
falling by nearly half, from 17.6% to 9.4%,
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Figure 2.4 - Smoking Prevalence Among Youth (13-15), 2004, 2009, and 2013
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between 2004 and 2013 (see Figure 2.4).
Smoking among boys has fallen much more
rapidly than among girls, and the gap between
prevalence among boys and girls has nar-
rowed considerably. Data from the 2013
GYTS indicate that another 14% of boys and
13.9% of girls are susceptible to taking up to-
bacco use, and just over one-third of youth re-
port having ever smoked tobacco.

Use of non-manufactured cigarettes is rela-
tively high among young Romanian tobacco
users, with about one in six current users
smoking something other than cigarettes.

Use of non-manufactured cigarettes is rela-
tively high among young Romanian tobacco
users, with about one in six current users
smoking something other than cigarettes. In
contrast to adults, use of electronic cigarettes
use by Romania youth is relatively high, with
8.8% of boys and 4.5% of girls reporting use
in the past month. Young smokers in Roma-
nia appear to be more interested in quitting
than their older counterparts, with over two-
thirds reporting having made a quit attempt in
the past year and nearly two-thirds indicating
that they want to stop smoking. However,
they appear to underestimate the addictive-
ness of smoking, with 84.1% of current smok-
ers thinking that they would be able to stop

smoking if they wanted to and 34.9% of all
youth responding that it was definitely diffi-
cult for someone to quit once they started
smoking.

Most young smokers (72.3%) buy their ciga-
rettes from stores, shops, or kiosks, and nearly
three in four have not been prevented from
purchasing because of their age. Sale of
'loosies’ (single cigarettes) is problematic,

Most young smokers (72.3%) buy their ciga-
rettes from stores, shops, or kiosks, and nearly
three in four have not been prevented from
purchasing because of their age.

with almost half (44.4%) of young smokers
reporting that they bought individual sticks.
Youth exposure to tobacco company market-
ing is modest, with just over four in ten
(41.1%) Romanian youth reporting that they
noticed tobacco advertisements or promotions
in stores and about one in ten (9.9%) reporting
owning tobacco-branded merchandise. How-
ever, exposure to tobacco in the media is
widespread, with about seven in ten youth
(69.7%) reporting seeing tobacco use on tele-
vision, in movies, or in videos.

Many Romanian youth are exposed to
secondhand smoke. Just over one-third
(35.5%) report being exposed to tobacco
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smoke at home, while four in ten report being
exposed in enclosed public places and almost
half (44.6%) report exposure in outdoor pub-
lic places. About two-thirds (63.8%) think that
exposure to other people's tobacco smoke was
definitely harmful to them. Most youth sup-
port policies banning smoking in public
places, with 77.9% supporting policies ban-
ning indoor smoking and 66.1% supporting
policies banning outdoor smoking.

Gender differences among 16 year olds are
minimal, with 31% of boys and 30% of girls
reporting smoking in the past month and 53%
of boys and 51% of girls reporting lifetime
smoking. Perhaps most troubling, the ESPAD
data indicate that smoking prevalence among
16 year olds in Romania has been rising over
time (see Figure 2.5), in contrast to the appar-
ent downward trend in smoking among adults.
Moreover, the rise in youth prevalence ap-

Figure 2.5 - Smoking Prevalence among 16 Year Old Students, Romania, 1999-2015
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As expected, cigarette smoking among older
youth in Romania is higher than among the
mostly 13 to 15 year olds in the GYTS. Ac-
cording to data from the European School Sur-
vey Project on Alcohol and Other Drugs (ES-
PAD),2 30% of Romanian students who
turned 16 years old in 2015 smoked in the past
month and more than half (52%) had smoked
at least once in their lifetime.

30% of Romanian students who turned 16
years old in 2015 smoked in the past month
and more than half (52%) had smoked at least
once in their lifetime.

pears to be entirely attributable to a significant
rise in smoking among girls.

Young people in Romania are beginning to
use e-cigarettes and other vaping products. A
2013 survey of 342 high school students, ages
16 through 18, in two large Romanian cities
found that over half of youth smokers
(52.3%), almost three in ten of former smok-
ers (29.2%) and 7% of never smokers had
tried an e-cigarette, while 7.8% of current
smokers and 4.6% of former smokers used in
the past month.?*

Another 2013 survey, this one of 19 through
24 year old university students in Cluj-Na-
poca, produced similar estimates with 53.3%
of smokers, 25.5% of former smokers, and
5.5% of never smokers having ever tried an e-



16 | The Economics of Tobacco and Tobacco Taxation in Romania

Over half of youth smokers (52.3%), almost
three in ten of former smokers (29.2%) and
7% of never smokers had tried an e-cigarette,
while 7.8% of current smokers and 4.6% of
former smokers used in the past month.

Cigar sales have risen over time, from 1.2 mil-
lion in 2001 to 6 million in 2015, with much
of the growth occurring since 2010

Figure 2.6 - Cigarette Sales, Romania, 2001-2015
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cigarette, and 7.8% of current smokers having
used an e-cigarette in the past month.?

Tobacco Product Consumption

Cigarette consumption in Romania has fallen
steadily over time, both in the aggregate and
per capita (see Figure 2.6).2° Between 2001
and 2015, overall cigarette sales in Romania
fell by nearly half, from just over 41 billion
cigarettes in 2001 to just under 20.9 billion
cigarettes in 2015.

Per capita sales fell sharply as well, from
1,870 cigarettes per capita in 2001 to 1,061 in
2015.

In contrast, cigar sales have risen over time,
from 1.2 million in 2001 to 6 million in 2015,
with much of the growth occurring since 2010
(see Figure 2.6). Similarly, smoking tobacco
sales have also risen, from 0.5 tonnes in 2001
to 83.6 tonnes in 2015 (see Figure 2.7). The
growth in smoking tobacco sales has almost
entirely come since 2010, when sales were 0.6
tonnes, and almost certainly reflects growth in

Overall cigarette sales in Romania fell by
nearly half, from just over 41 billion cigarettes
in 2001 to just under 20.9 billion cigarettes in
2015.

Sales of vaping products have also risen dra-
matically in recent years, with sales value
more than tripling from 2010 (RON 26.4 mil-
lion) to 2015 (RON 81.1 million),
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the use of roll-your-own tobacco (RYO),
given the negligible prevalence of pipe smok-
ing in Romania.

Sales of vaping products have also risen dra-
matically in recent years, with sales value
more than tripling from 2010 (RON 26.4 mil-
lion) to 2015 (RON 81.1 million), although

quences of smoking, with those who quit be-
fore middle age avoiding almost all of the ex-
cess health risks associated with continued
smoking.282°

Substantial evidence shows that nearly one-
half of regular smokers will die prematurely

Figure 2.7 - Cigar and Smoking Tobacco Sales, Romania, 2001-2015
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the growth rate in vaping product sales has
slowed in the most recent two years.

Health and Economic Consequences of To-
bacco Use

Currently, tobacco use causes about six mil-
lion deaths per year worldwide - almost one in
eight adult deaths. About 90% of these deaths
occur among smokers, with around 600,000
deaths in non-smokers caused by exposure to
secondhand tobacco smoke. Given current
trends, tobacco-attributable deaths are ex-
pected to exceed 8 million worldwide by
2030, with about 80% of these deaths ex-
pected to occur in low and middle-income
countries. About half of all tobacco deaths oc-
cur between the ages of 35 and 69, resulting in
a loss of 20 to 25 years of life for smokers ver-
sus nonsmokers.?”  Smoking cessation, how-
ever, is effective in reducing the health conse-

as a result of their addiction.®® About one-third
of these deaths are from the cancers caused by
tobacco, with tobacco-attributable respiratory
and cardiovascular deaths accounting for
about 30% each. Tobacco use is a major risk
factor for non-communicable diseases
(NCDs), with about 14% of adult deaths from
NCDs globally attributable to tobacco, includ-
ing 10% of deaths from cardiovascular dis-
eases, 22% of cancer deaths, and 36% of
deaths from respiratory diseases. Tobacco
smoking causes the majority (71%) of lung
cancer deaths, and most of the world's cases of
chronic obstructive pulmonary disease (75%).
In addition, tobacco use is responsible for
about 5% of global deaths from communica-
ble diseases, including deaths from tuberculo-
sis and lower respiratory diseases.

According to data from the most recent To-
bacco Atlas®!, 42,800 Romanians died in 2010
from a disease caused by tobacco.
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42 800 Romanians died in 2010 from a dis-
ease caused by tobacco.

Nearly one-quarter (23.8%) of all deaths
among men and about one in twelve (8.2%) of
all deaths among women in 2010 were caused
by tobacco, rates that are higher than the aver-
age of other middle-income countries. As in
other countries, the majority of these deaths
result from lung and other cancers, strokes, is-
chemic heart and other cardiovascular dis-
eases, and respiratory diseases.

Given the numerous diseases caused by to-
bacco use, the health care costs of treating
these diseases are substantial. One recent
study estimated that the costs of treating
smoking-attributable diseases was over RON
1.2 billion in 2012, approximately 5.4% of
overall health care spending that year.
Smoking-attributable cancers (RON 524.7
million) and respiratory diseases (RON 461.1
million) accounted for the majority of these
costs®2. These costs are almost certainly an
underestimate given that they only reflect the
costs of hospitalized cases and cases financed
by National Health Programs and are limited

to a subset of the diseases caused by tobacco
use.

In addition to the considerable health care
costs resulting from tobacco use, the prema-
ture deaths and disability caused by smoking
lead to significant lost productivity. In most
high-income countries, the lost productivity
costs from smoking are often similar to or
slightly higher than the health care costs at-
tributable to smoking. In many low- and mid-
dle-income countries, however, the lost
productivity costs are often much higher.

For example, one study from Hungary esti-
mated that the health care costs attributable to
smoking were HUF 26 billion in 1998, while
the lost productivity costs from smoking-at-
tributable morbidity and mortality were HUF
237 billion.®* A more recent study estimated
that economic costs of smoking had risen to
HUF441 billion by 2010.34

The costs of treating smoking-attributable dis-
eases was over RON 1.2 billion in 2012, ap-
proximately 5.4% of overall health care
spending that year.
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I11. Supply of Tobacco and Tobacco
Products in Romania

Tobacco has been grown in Romania for sev-
eral centuries, and the supply side of the to-
bacco market has undergone many changes
over time. During the Communist era, Roma-
nia was a major tobacco grower, with most of
its tobacco leaf production used by the gov-
ernment run monopoly Centrala Industriei Tu-
tunului. In 1990, the national monopoly was
restructured and renamed Regia Autonoma a
Tutunului din Romaénia, but it remained a
state-owned enterprise. In 1997, the govern-
ment decided to privatise cigarette production,
creating the joint-stock company Societatea
Nationald Tutunul Romanesc (SNTR) which
owned eight factories for the processing of to-
bacco leaf, six cigarette manufacturing facto-
ries, one research center, and a tool factory.

In the post-communist years, and particularly
since its access to the EU, tobacco farming in
Romania has declined considerably and Ro-
mania now imports most of the tobacco leaf
used in local production. At the same time, the
three largest multinational tobacco companies
- British American Tobacco, Philip Morris In-
ternational, and Japan Tobacco International -
have come to dominate the local cigarette
market, setting up factories that produce large
numbers of cigarettes, with most production

exported to other EU countries. As a result,
relatively few Romanians rely on tobacco
growing and manufacturing for their liveli-
hoods, and tobacco control policies that seek
to decrease domestic tobacco consumption
will have little impact on them.

In the post-communist years, and particularly
since its access to the EU, tobacco farming in
Romania has declined considerably and Ro-
mania now imports most of the tobacco leaf
used in local production.

This section briefly describes the supply side
of the tobacco leaf and tobacco product mar-
kets in Romania, highlighting the changes in
these markets over the past few decades.

Tobacco Farming

Tobacco farming in Romania has changed
dramatically over the past few decades (see
Figure 3.1).® In 1989, the last year of the
Communist era, 27,500 tonnes of tobacco
were grown on 35,200 hectares of land. By
the time that Romania became an Associated
State of the EU in 1995, tobacco production
had fallen by more than half, to 13,358 tonnes,
and was grown on just over one-quarter as
much land (9,623 hectares).

Figure 3.1 - Tobacco Farming in Romania - Area and Production, 1980-2015
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Land devoted to tobacco growing and tobacco
leaf production had fallen even further by the
time Romania became a full EU member in
2007, with production of 1,128 tonnes of to-
bacco leaf grown on only 757 hectares. While
rising slightly since then, tobacco growing in
Romania remains at historically low levels.3®

The declines in Romanian tobacco growing
have occurred despite an increase in subsidies
for tobacco farming. The EU offers subsidies
to all Romanian farmers each year, based on
the area of agricultural land cultivated. In ad-
dition, the Romanian government provides
additional subsidies for specific crops, includ-
ing fiber, hops, vegetables in beds, sugar
beets, and tobacco. The evolution of the sub-
sidies provided for tobacco growing since Ro-
mania's accession to the EU is shown in Table
3.1_37'38

In addition, tobacco farmers can also receive
reimbursements of €140/ha for fuel, if they

Farmers have been unhappy with the changes
to the subsidies, which, because of the shift in
2010 from being based on production to being
based on land area, led to a significant reduc-
tion in their incomes. Their concerns have
been exacerbated by the relatively stagnant
prices for tobacco leaf (around €1/kg for high
quality tobacco leaf) during a time when pro-
duction costs are increasing. Moreover, to re-
ceive the subsidies available from the Roma-
nian government, farmers must grow tobacco
on more than one hectare.

In 2014, there was only one large-scale to-
bacco farming company using modern farm-
ing technologies in Romania, SC Seeds Pro-
cessing SRL. This company grew tobacco on
300 hectares. The remaining 555 hectares on
which tobacco was grown throughout the
country were divided among 451 farms,
where work was done manually by day labor-
ers and family members. Most of these farms

Table 3.1 — Subventions for tobacco cultivating farmers in Romania

Year 2007 2008 2009

2010 2011 2012 2013 2014

Direct EU pay-
ments on sur-
face (EUR/ha)

50,55 60,75 71,12

80,36 | 100,65| 119,66| 139,17| 156,89

National comple-
mentary pay-
ments linked to 2 2 2
production
(EUR/KQ)

National comple-
mentary pay-
ments not linked
to production
(EUR/ha)

47,00 46,71 44,64

2650,64 1200 1235 1300 1300

Total
EUR/ha +
EUR/kQg)

97,55 | 107,46+

+2 > 115,76+2

2731,00| 1300,65 | 1351,66 | 1439,17 | 1456,89

Source: Ministry of Agriculture and Rural Development

used machinery in tobacco cultivation, and
50-70% of their insurance costs, based on risk,
if they insured their crops. Table 3.2 shows
the total subsidy that a tobacco farmer could
get, based on average tobacco leaf production.
The rise in the total subsidies available from
2007 to 2009 helps explain the rise in acreage
devoted to tobacco product and the amount of
tobacco leaf grown from 2008 through 2010,
with the subsequent declines in acreage and
production reflecting the reductions in subsi-
dies since 2009.

were one hectare or smaller, so ineligible for
the Romanian subsidies. The viability of to-
bacco farming for small farmers was further
complicated by changes in 2013 that required
tobacco farmers to pay for tobacco seeds that
were previously freely available, and to
transport their tobacco crops long distances to
receiving centers, rather than having the to-
bacco picked up at their farms.
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Table 3.2 — Total possible subventions considering the yearly average production in Ro-

mania

Years 2007 2008 2009

2010

2011 2012 2013 2014

Average
produc-
tion
(kg/ha)

1025 1916 1842

1939

1524 1066 1442 1643

Total sub-
ventions
for area
and pro-
duction
(EUR)

2147,55|3939,46 | 3799,76

2731,00

1300,65 | 1351,66 | 1439,17 | 1456,89

Source: Institute for Statistics and Ministry of Agriculture and Rural Development

Finally, for farmers to qualify for the Roma-
nian subsidies, they must have contracts with
tobacco leaf processing companies and must

Small-scale tobacco farming has largely dis-
appeared in Romania and very few farmers
depend on tobacco growing for their liveli-
hoods.

sell all of the tobacco they grow to these com-
panies. Only two tobacco leaf processing
companies have been approved by the Roma-
nian government, giving them considerable
buying power and allowing them to drive

down the price farmers receive for tobacco
leaf grown in Romania.

These added costs and requirements, the high
costs of hiring day laborers to work the farm,
and the low prices received for tobacco leaf
have made tobacco growing unprofitable for
family farms.*® As a result, small-scale to-
bacco farming has largely disappeared in Ro-
mania and very few farmers depend on to-
bacco growing for their livelihoods (see Fig-
ure 3.2).

The declines in tobacco farming have led to a
sharp rise in tobacco leaf imports into Roma-
nia, for use in cigarette manufacturing, while

Figure 3.2 - Number of Tobacco Farms, Romania, 2002-2013
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Figure 3.3 - Tobacco Leaf Imports and Exports, Romania, 1980-2013
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tobacco leaf exports are at very low levels (see
Figure 3.3).%! Brazil is the largest exporter of
tobacco leaf to Romania, with almost 30% of
leaf imports in 2012 coming from Brazil;
other large suppliers include Germany, Bel-
gium, Portugal, India, China, the United
States, and Turkey.

Cigarette Manufacturing

As with tobacco farming, Romania's cigarette
manufacturing industry has undergone dra-
matic changes over the past few decades.
During the Communist period, the Romanian
Tobacco Monopoly controlled the country's
cigarette market, and ran six cigarette manu-
facturing factories. Following the fall of com-
munism, the domestic tobacco monopoly was
broken up into multiple, private companies,
with the Societatea Nationala Tutunul Roma-
nesc (SNTR) and Papastratos Cigarette Man-
ufacturing Company (PCMC), the longest

lasting. By 2004, the companies that were
formed during the privatization of the state
monopoly had left the market, selling their
factories to multinational tobacco companies,
and by 2011, none of these factories remained
in operation. R.J. Reynolds (RJR) was the
first of the multinationals to enter the Roma-
nian cigarette market, followed by British
American Tobacco (BAT). RJR eventually

Three multinational tobacco companies dom-
inate Romania's cigarette markets.

sold its international operations to Japan To-
bacco International (JTI), and Philip Morris
International entered the market. Table 3.3%
summarizes the changes in markets shares for
leading cigarette companies in Romania since
2001.

Table 3.3 - Cigarette Company Market Shares, Romania, Selected Years, 2001-2015

2001 2005 2010 2015
BATR 25.6% 32.9% 40.3% 48.3%
PMR 17.8% 32.1% 25.5% 24.9%
JTIR 19.6% 20.2% 24.5% 20.6%
SNTR 18.3% - - -
PCMC 10.7% - - -
Others 8.0% 14.8% 9.7% 6.2%

Source: Euromonitor International.
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Currently, three multinational tobacco compa-
nies dominate Romania's cigarette markets.
British American Tobacco Romania (BATR)
is the largest of the three, accounting for
nearly half (48.3%) of the cigarette market in
2015. Philip Morris Romania (PMR), with
24.9% market share in 2015, and Japan To-
bacco International (Romania) (JTIR), with
20.6% market share, account for most of the
rest of the market. A number of smaller com-
panies, including Imperial Tobacco Group
(ITG; 0.3%) and Karelia Tobacco Company,
Inc. (KTC; 0.2%), make up the remainder of
the market.

The dominance of the multinational tobacco
companies is further reflected in brand shares,

All cigarettes sold legally in Romania are sold
in packs of 20 cigarettes. The vast majority
(99.4%) are filter-tipped, and most cigarettes
(88.4%) contain American blend tobacco.
Relatively few cigarettes sold in Romania a
low tar (15.1%) or ultra-low tar (0.9%). Most
cigarettes (90.6%) are tobacco-flavored, with
menthol flavored (non-capsule) cigarettes ac-
counting for 5.5% of sales and all flavor-cap-
sule sales (including menthol) accounting for
3.9% of the total. Just over half of sales
(56.2%) are superking or long cigarettes,
while most of the remainder (43.5%) are reg-
ular or king size; only 0.3% of sales are short
cigarettes.  Slim (11.9%) and superslim
(0.9%) cigarettes have gained market share in
recent years.

Table 3.4 - Cigarette Brand Market Shares, Romania, Selected Years, 2001-2015

Brand Company 2001 2005 2010 2015
Kent BATR 3.98 9.31 18.90 23.90
Marlboro PMR 2.35 8.27 9.40 12.00
L&M PMR 10.46 16.98 12.90 9.60
Pall Mall BATR 3.75 6.02 6.80 9.40
Viceroy BATR 2.59 6.26 5.50 6.90
Winchester JTI 6.20 7.38 8.50 5.90
Winston JTI 1.96 3.20 6.30 5.00
Lucky Strike BATR 3.73 6.09 3.40 4.00
Monte Carlo JTI 6.73 3.71 2.90 3.50
Dunhill BATR - 0.04 1.10 2.00
Others 58.25 32.73 24.3 17.8

Source: Euromonitor International.

with all current leading brands sold by the top
three multinational companies, having dis-
placed the local brands that were most popular
under the tobacco monopoly (see Table 3.4).43
BATR's Kent brand leads the way, with nearly
one-quarter of the market (23.9%), having

Relatively few Romanians are employed in
cigarette manufacturing.

grown steadily over the last 15 years. PMR's
Marlboro brand is in second place, with
roughly half the market share of Kent.
Roughly two-fifths of brands sold are pre-
mium brands, another about two-fifths are
mid-priced brands, and the remainder are dis-
count brands.

Cigarettes are sold through a variety of chan-
nels in Romania. Most cigarettes are sold
through store-based retailers (80.4%), with

Relatively few Romanians are employed in
cigarette manufacturing.

the remainder sold by hotels, restaurants, and
bars (19.4%). Internet sales account for a min-
imal share of overall cigarette sales in Roma-
nia (0.3%). Among store-based retailers, most
cigarettes are sold by small retailers, includ-
ing: independent small grocers (44.3%);
newsagents,  tobacconists, and  kiosks
(20.9%); and street vendors (2.6%).
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Considerable investments have been made in
the tobacco product manufacturing industry
over the past decade, as shown in Figure 3.4.
These investments have been accompanied by

manufacturing has also risen during this pe-
riod, but given the capital-intensive nature of
production, relatively few Romanians are em-
ployed in cigarette manufacturing. According

Figure 3.4 — Investments in Tobacco Manufacturing, Romania, 2005-2014
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a steady rise in cigarette production during
this time, as Romania has become a hub for
cigarette production since its accession to the
EU. Paralleling the rise in investments, ciga-
rette production in Romania has increased
steadily, roughly doubling over the last dec-
ade, from 34.5 billion cigarettes in 2005 to
69.4 billion in 2015. Employment in cigarette

to the Ministry of Finance, employment was
2,373 in 2014.

Most cigarettes produced in Romania are ex-

ported, predominantly to other EU countries
(see Figure 3.5).* Top export destinations in-
clude Italy, the Netherlands, Austria, and
Greece (see Table 3.5).%

Figure 3.5 - Cigarette Production, Imports and Exports, Romania, 2001-2014
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Table 3.5 - Leading Destinations for Manufactured Tobacco Product Exports, Romania, 2012

Trading Partners Tonnes Percent of Total Exports
Italy 7930 24,34%
Germany 7 306 22,42%
Netherlands 2996 9,19%

Austria 2 049 6,29%

Greece 1 832 5,62%
Bulgaria 1 462 4,49%

Czech Republic 1423 4,37%

Poland 1363 4,18%

Total Exports 32 580

Source: FAOSTAT
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IV. Tobacco Control in Romania

In addition to the substantial public health
case for tobacco control, a strong economic
rationale exists for government intervention to
reduce tobacco use.*®4" This section reviews
the market failures that provide the economic
rationale for government intervention to re-
duce tobacco use and describes the tobacco
control environment in Romania.

Rationale for Government Intervention

The notion of consumer sovereignty — the
principle that an individual makes the best
choices for himself or herself — depends on
two key assumptions: that an individual fully
understands the costs and benefits of these de-
cisions and that an individual bears all of the
costs and receives all of the benefits of his or
her decisions. Tobacco use clearly violates
both of these assumptions, resulting in market
failures that justify government interven-
tion.48,49

A strong economic rationale exists for govern-
ment intervention to reduce tobacco use.

In general, consumers have imperfect infor-
mation about the health and other conse-
quences of tobacco use. Many users do not
fully understand the health hazards associated
with tobacco use, and those who do have a
general understanding of the risks do not ade-
quately internalize these risks.®® This is par-
ticularly true in Romania, where many smok-
ers are less than fully aware of the health con-
sequences of smoking. For example, 10.8%
of Romanians, do not believe that smoking
causes stroke, and 10.0% do not believe it
causes heart attacks. Similarly, 17.0% do not
believe it causes periodontal disease, and
25.3% do not believe that smoking during
pregnancy causes premature birth.%

This imperfect information is complicated by
the fact that most tobacco users initiate use as
youths. As noted above, more than one in six
(17.1%) of young adult daily smokers in Ro-
mania began before age 15, and almost four in
ten (38.8%) began by age 16. The ability of

children and adolescents to make fully in-
formed, appropriately forward-looking deci-
sions is limited at best, leading governments
to intervene with respect to youth in many ar-
eas such as driving, drinking alcohol, and vot-

ing.

There are financial externalities that result
from publicly financed health care to treat dis-
eases caused by tobacco use, given state fi-
nancing of health care through its universal
health care system.

The problems of imperfect information are
further complicated by the addictive nature of
tobacco use, which is poorly understood and
underappreciated, particularly among those
initiating tobacco use. Addiction makes quit-
ting smoking very difficult, even among
young users, as illustrated by the nearly two-
thirds (63.6%) of young Romanian smokers
who want to quit and the nearly 70% percent
who tried unsuccessfully to quit in the past
year.>?

Finally, there are externalities associated with
tobacco use. Nonusers’ exposure to the smoke
generated by tobacco users results in various
cancers, respiratory and cardiovascular dis-
eases, and other diseases.®® As described
above, many Romanian youth are exposed to
tobacco smoke at home and in public places.
Similarly, more than one-third of adult Roma-
nians are exposed to tobacco smoke at home
or in the workplace.>* Additionally, there are
financial externalities that result from publicly
financed health care to treat diseases caused
by tobacco use, given state financing of health
care through its universal health care system.
Finally, time inconsistencies in preferences
that lead to conflicts between short-run desires
and long-run outcomes result in 'internalities'
flowing from the consequence of higher levels
of smoking.>®

Tobacco Control Policy in Romania
A variety of tobacco control policies and pro-

grams can be used to address the failures in-
herent in the markets for tobacco products.
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The WHO’s Framework Convention on To-
bacco Control (FCTC), the world’s first pub-
lic health treaty, calls for governments to
adopt comprehensive policies to curb tobacco
use. Romania signed the FCTC on 24 June,
2004, and ratified the treaty eighteen months
later, on 27 January, 2006.

However, as with many low and middle-in-
come countries that have signed and ratified
the treaty, tobacco control policies in Roma-
nia fall far short of those called for by the
FCTC.®® Nevertheless, Romania's tobacco
control policies have strengthened since its ac-
cession to the EU, as it came into compliance
with the EU's various tobacco-related direc-
tives, and recent developments suggest that
this trend will continue in coming years. This
section reviews Romania's tobacco control
policies, with the exception of tobacco taxa-
tion, which is covered in the next section.

Tobacco product advertising on radio and tel-
evision has been prohibited since 2002, under
the Audiovisual Law (Law no. 504).°” In
2004, as part of Law no. 457, Relating to Ad-
vertising and Sponsorship for Tobacco Prod-
ucts, the limits on tobacco marketing were ex-
tended to include bans on: print advertising in
local newspapers and magazines (with the ex-
ception of publications intended for those in-
volved in the tobacco industry); billboards,
public transit, and other outdoor advertising;
and advertising at entertainment venues. This
law also restricted a variety of tobacco com-
pany promotional activities, including the dis-
tribution of tobacco branded merchandise,
various brand-stretching activities, and lim-
ited sponsorship activities. WHO (2015) re-
ports relatively high compliance with the bans
on tobacco advertising in Romania, but
weaker compliance with the bans on the dis-
tribution of tobacco-branded non-tobacco
products and paid product placement in tele-
vision programs and movies.®® Despite these
limits, tobacco marketing remains widespread
in Romania, as there are no limits on advertis-
ing at the point-of-sale and in international
newspapers and magazines, distribution of
free samples, use of price-reducing promo-
tional discounts, most sponsorships, and other
marketing activities.

Tobacco marketing remains widespread in
Romania, as there are no limits on advertising
at the point-of-sale and in international news-
papers and magazines, distribution of free
samples, use of price-reducing promotional
discounts, most sponsorships, and other mar-
keting activities.

Romania has required graphic health warning
labels on cigarette packages since 2008, man-
dating that 30% of the front of the pack and
40% of the back of the pack to be covered by
the warnings. Sixteen rotating health warn-
ings are required, including warnings related
to a variety of health effects (death, lung can-
cer and other respiratory diseases, sexual dys-
function, stroke, and wrinkles), addiction, the
consequences of secondhand smoke exposure
for infants and children, and various messages
on quitting. The law specifies the font size
and style and color for the warnings, but does
not specify the placement of the warnings on
the pack or require that a smoker quit-line
number appear on the pack. Other packaging
requirements prohibit the use of misleading
descriptors, such as 'light’, 'low tar’, and 'mild,’
but require packs to include tar, nicotine, and
carbon monoxide emissions based on the ISO
method.

Under its 2002 Law number 349, On Prevent-
ing the Consumption of Tobacco Products and
Combating its Effects, Romania has limited
smoking in enclosed public places, with
stronger restrictions in some venues, includ-
ing health care and some educational facili-
ties, and facilities providing child protection
and assistance.> Given its limited scope, the
law did little to protect most Romanian adults
and children from exposure to tobacco smoke.
On 15 December 2015, after a long debate, the
Romanian Parliament extended Law number
349 by passing Law number 15 of 2016. The
new law passed with a convincing majority
(81%) and was the result of five year’s work.
While the earliest proposals for modification
were submitted in 2011, most of these provi-
sions contained in the new law formulated in
the year leading up to its passage. Formulation
of the final form of the law was preceded by
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heated debates, mainly in the Health and Fam-
ily Committee of the House of Commons
where both the representatives of civil society
and the tobacco industry participated. Not
long before the law was passed one last mod-
ification was made as proposed by the Com-
petition Council.

There is an interesting story to this recently
published law. The proposal for modification
was initiated by Social Democrat Deputy Ma-
nuela Mitrea and submitted in February 2011.
The law was quickly passed in the Senate,
mainly as proposed on 8 June 2011. But the
law remained stuck for more than four years
in the House of Commons. After the law fi-
nally passed through the House of Commons,
33 senators raised a last-minute constitution-
ality concern, resulting in the law being sent
to the Constitutional Court.

Constitutionality concerns included: a) the
definition of ‘closed public spaces,” which in
their opinion extended the effect to the private
sphere; b) discrimination, since the law allows
smoking in designated spaces in airports and
in prison cells, while it prohibits it in all other
closed spaces; and c) the prohibition of selling
loose cigarettes, which in their opinion limited
economic freedom and would have had an ef-
fect opposite to what was intended because
consumers are compelled to buy an entire
package of tobacco which would further rein-
force their addiction. The Constitutional Court
unanimously dismissed these concerns, result-
ing in the law coming into effect as passed by
Parliament, with an effective date of 17 March
2016. The president of the Constitutional
Court observed, at least partly jokingly, that
when the law becomes effective he himself
would quit smoking.

The new law extends Law number 349 in
many ways, while at the same time closing
many of the loopholes in the old law. Rather
than merely restricting smoking in enclosed
public spaces the new law entirely prohibits
smoking in all enclosed public spaces, in all
enclosed work spaces, in vehicles of public
transport, including taxis, and also in all en-
closed or open playgrounds. Smoking is also
prohibited in health, educational and child

protection institutions regardless of their pub-
lic or private funding.

The primary issue in implementing the new
law is in clarifying the definition of enclosed
public spaces. The law consider any space to
be an “enclosed space” if it has a ceiling or a
roof and is surrounded by at least two walls
regardless of the nature of these walls. A
“public space” is open to the public or has the
function of collectively used space, regardless
of the ownership or the right of access to the
space and regardless of whether it is used per-
manently or temporarily. An extended inter-
pretation was given to the definitions of en-
closed public spaces and enclosed workspaces
as provided by the FCTC and the provisions

The new law entirely prohibits smoking in all
enclosed public spaces, in all enclosed work
spaces, in vehicles of public transport, includ-
ing taxis, and also in all enclosed or open play-
grounds. Smoking is also prohibited in health,
educational and child protection institutions
regardless of their public or private funding.

of labor law number 319 of 2006. In both, all
smoking would be prohibited. The aim of this
initiative is to leave as few exceptions as pos-
sible in the interpretation of the law to ensure
efficiency in application and not impair the in-
terest of some categories of persons.

The new law provides two opportunities for
exception from the prohibitory provisions:
smoking remains allowed in the cells of pris-
oners in maximum security prisons and in the
designated smoking spaces of transit zones in
international airports, if these designated
spaces meet certain conditions: a) they are
used exclusively for smoking; b) they are fit-
ted with proper and working ventilation sys-
tems, which ensure the ventilation of the
smoke; c¢) they have ashtrays and fire extin-
guishers; and d) the purpose of the space is
clearly stated on the door (’Smoking room,
space for smoking’). Smoking in maximum
security prison cells is allowed because there
is only one prisoner per cell and thus



30 | The Economics of Tobacco and Tobacco Taxation in Romania

secondhand smoke does not harm the health
of other prisoners or the guardians.
Importantly, in contrast to the 2002 law, the
new law not only prohibits smoking, but pre-
vents the legal possibility for designated
smoking spaces to be created in restaurants,
bars, hotels and the rest of the hospitality sec-
tor, as well as in all public institutions (includ-
ing administrative, cultural, health, and educa-
tional facilities).

The new law also includes several other pro-
visions that close loopholes in older laws. For
example, it prohibits selling individual ciga-
rettes (tigari cu foi) and cigarillos. This provi-
sion was necessary given the increasing avail-
ability of loose cigarettes. The new law also
prohibits selling tobacco products in all health
and educational institutions, regardless of
their public or private nature, tightening the
previous ban on selling tobacco products in
hospitals only, but allowing sales in other
types of health institutions, such as doctors’
office, laboratories or outpatient clinics; how-
ever, the provision to prohibit tobacco sales
within a 250 meter radius of health and educa-
tional institutions was dropped from the final
version of the new law. Another limitation of
the new law is that the use of electronic ciga-
rettes was prohibited only in public transit ve-
hicles, and not in all venues in which smoking
IS banned.

The new law also includes significant penal-
ties for violations. For individuals, the fines
for violating the law are between 100 and 500
RON, the same as in the old law. But in the
case of legal entities, stricter penalties can be
imposed: for the first violation there is a fine
of 5000 RON; for the second violation the fine
grows to 10000 RON and the operation of the
entity can be suspended until the violating sit-
uation is rectified. If after two penalties the le-
gal entity violates the law again, the fine is
15000 RON and the commercial unit of the le-
gal entity will be closed as well. Historically,
in the case of legal entities, minimum and
maximum fines were levied at the discretion
of the penalizing authority, and fines were
typically abrogated; in the future, the fine will
have a fixed amount and the application of
complementary penalties (i.e., suspension of

the operation or closing of the commercial
unit) will be compulsory in the case of re-
peated violations. Thus, the recent practice
where some business owners found it more
cost-effective to pay the fine than to observe
the law will no longer be a viable option.

The new law also extends enforcement au-
thorities, partly restating the authority of the
Ministry of Health and the Authority for Con-
sumer Protection, but also granting exclusive
penalizing authority to the local and national
police for most offences stipulated in the law.
Since the local and national police have con-
siderable force size and mobility, granting
them enforcement authority will make the ap-
plication of the law more effective.

The implementation of the new law is facili-
tated by the measures providing that managers

The new law also requires mass media public
education campaigns to inform Romanians
about the consequences of smoking.

of institutions and units where the policy ap-
plies are required to develop internal regula-
tions regarding the prohibition of smoking,
qualifying it a serious disciplinary offence.
Such a regulation is important from a labor
law point of view, since the Labor Code al-
lows, among other penalties, the unilateral ter-
mination of the labor contract by the employer
for serious disciplinary offences. This pro-
vides the opportunity for internal regulation of
employee behavior in addition to the applica-
tion of enforcement agency authority. Further-
more, managers are required to post an inter-
national 'no smoking' sign and related text in
the locations where smoking is prohibited.

For the first time in Romania, the new law also
requires mass media public education cam-
paigns to inform Romanians about the conse-
quences of smoking.

Specifically, it requires radio and television
stations to provide at least 30 minutes per
week to educational, health, youth and sports
organizations, and NGOs so that they can
broadcast informational messages regarding
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the prevention and control of smoking. This
provision significantly extends the circle of
media organizations affected by this require-
ment, as the previous measure applied only to
national radio and television stations, which
limited the population reach of these mes-
sages.

There is a growing tobacco control advocacy
movement in Romania,

Romania does relatively well with respect to
its support for smoking cessation. There is a
national, toll-free telephone quit line availa-
ble, so that smokers can discuss cessation with
trained counselors. A variety of pharmaceuti-
cal products, including nicotine replacement
therapies (NRT), Buproprion, and Vare-
nicline, are available, with NRT available
without a prescription, and Bupropion and
Varenicline available by prescription but fully
covered under the national health insurance
program. Smoking cessation support is avail-
able from many health care providers and is

Endnotes to Chapter IV

also fully covered under the national health in-
surance program.

Finally, there is a growing tobacco control ad-
vocacy movement in Romania, led by Aer Pur
Romania which created the Romanian Net-
work for Smoking Prevention, a coalition with
members from a variety of civil society organ-
izations. Their efforts are supported by re-
gional and global organizations, including the
European Network for Smoking and Tobacco
Prevention (ENSTP), the Framework Con-
vention Alliance, and the Campaign for To-
bacco-Free Kids (CTFK). Their efforts were
critical to Romania's ratification of the WHO
FCTC and the adoption of the new tobacco
control law, and will be important in the adop-
tion and implementation of future tobacco
control programs and policies. In September
2016, the “Romania Respira” Coalition, a
group of over 250 institutional and individual
civil society members, with the support of
ENSTP and CTFK and under the patronage of
the Romanian Presidency, launched a pro-
posed national strategy to reduce tobacco con-
sumption in Romania.
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V. Tobacco Taxes and Prices in Romania
Tobacco Tax Structures

Tobacco taxes that translate into price in-
creases are widely considered the single most
effective option for reducing tobacco
use.80616283 Sjignificant increases in taxes that
raise the prices of tobacco products will re-
duce their consumption, while at the same
time generating substantial increases in reve-
nues. Of the taxes levied on tobacco products,
excise taxes are the most important since they
are levied on particular products and raise
prices relative to other products. There are two
basic types of tobacco excise taxes — specific
excises (taxes that are fixed amounts based on
quantity or weight and that are independent of
price) and ad valorem excises (taxes assessed
as a percentage of price). Each type of tax has
its strengths and weaknesses in terms of tax
administration and impact on public health
and on revenues.®*

Significant increases in taxes that raise the
prices of tobacco products will reduce their
consumption, while at the same time generat-
ing substantial increases in revenues.

With ad valorem excises, the tax per unit rises
with prices so that the tax and the revenues it
generates are more likely to keep pace with in-
flation, in contrast to specific taxes where the
real value of the tax and resulting revenues
will fall with inflation unless regularly ad-
justed upward. Specific taxes do not have this
advantage, requiring regular increases to keep
pace with inflation. Some countries have ad-
dressed the problem of inflation eroding the
value of a specific tobacco tax by creating
mechanisms for annual or other administra-
tive adjustments to specific tax rates that
maintain the real value of the tax over time.

With respect to their impact on tobacco prod-
uct prices, ad valorem taxes result in greater
differentials in prices between high and low
priced products than is the case for a single
specific tax. The price differential incentivizes
users to switch to cheaper brands in response

to tax induced price increases, reducing the
impact of tax and price increases on tobacco
use. Because of the potential for substitution
to lower priced brands, manufacturers of pre-
mium brands (often multinational tobacco
companies) generally prefer specific taxes
over ad valorem taxes, given that specific
taxes narrow the price gap between premium
brands and low priced brands (that are often
produced by locally based manufacturers).®

Tobacco tax revenues are more stable and pre-
dictable with a specific tax than with an ad
valorem tax. With an ad valorem tax, the
amount of the tax varies with industry prices,
implying that the industry can reduce the rev-
enue and public health impact of a tax increase
by lowering its prices in response. In addition,
any industry price cut will result in a tax per
unit reduction, leading to a larger retail price
reduction than accounted for by the industry
price cut alone. In contrast, the revenues gen-
erated by specific taxes are more stable and

predictable given that the amount of the tax is
not affected by industry pricing strategies.

With respect to tax administration, specific
excise taxes tend to be easier to administer
than ad valorem excises given that they are
based on quantity rather than value. With ad
valorem excises, firms have a greater oppor-
tunity to game the system when the taxes are
based on ex-factory prices. For example,
firms can reduce their tax liability by setting
an artificially low price at which they sell to
their own distributors who then raise prices
significantly before selling to wholesalers
and/or retailers. The potential for this problem
could be avoided by the application of a uni-
form specific tax.

A mixed tax structure combining specific and
ad valorem taxes combines the strengths of
both types of taxes while limiting their weak-
nesses. Romania and other European Union
countries implement a mixed tax structure.
The overall tax will be less eroded by inflation
given the significant ad valorem component;
however, the specific component will need to
be regularly increased to keep pace with infla-
tion for the overall tax to retain its real value.
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Similarly, given the significant uniform spe-
cific component, the price gap between pre-
mium and lower-priced brands will be smaller
than it would be under a uniform ad valorem
tax.

A mixed tax structure combining specific and
ad valorem taxes combines the strengths of
both types of taxes while limiting their weak-
nesses. Romania and other European Union
countries implement a mixed tax structure.

Excise taxes applied to cigarettes vary within
a country as the amount and type of excise tax
depends on value, characteristics of the ciga-
rette, and other factors.®® The United States,
Australia, South Africa, and many other coun-
tries levy a uniform specific excise tax on all
cigarettes, while the Philippines, India, and
others apply a tiered tax structure that imposes
differential specific excises that vary based on
manufacturers’ prices, production scale,
whether or not the cigarette is filtered, ciga-
rette length, or other factors. Similarly, Vi-
etnam and other countries levy a uniform ad
valorem excise tax on all cigarettes, while
Bangladesh and others impose differential ad
valorem taxes based on price or other factors.
In European Union countries and several oth-
ers, both types of excises are applied, with
some of these varying the specific tax level
and/or ad valorem tax rate based on cigarette
prices, characteristics or other factors. Fi-
nally, Turkey and a few other countries apply
a minimum tax to lower priced cigarette
brands, with some variation of the tax struc-
tures described above applied to higher priced
brands.

Tobacco Taxes in Romania

In 2000, following the privatization of its na-
tional tobacco monopoly and looking forward
to its accession to the EU, Romania imple-
mented several reforms to its tobacco tax sys-
tem. These included adopting a mixed system
that levied both specific and ad valorem taxes
on cigarettes and using the maximum retail
price as the base for the ad valorem compo-
nent of the tax. Upon joining the EU in 2007,

Romania became subject to the EU's tobacco
tax directive (Council Directive 2002/10/EC),
which sets standards for cigarette and other to-
bacco product excise taxes.®’ At that time, the
tax directive required member states to level a
specific tax on cigarettes that accounted for
between 5% and 55% of the total tax (includ-
ing the value added tax), required the total ex-
cise tax to account for at least 57% of the tax-
inclusive retail price of cigarettes (TIRSP) in
the most popular price category (MPPC), and
required that the total excise tax was at least
€64 per 1000 cigarettes (€1.28 per pack of 20
cigarettes). Romania and other EU accession
countries had until the end of 2009 to come
into compliance with these standards.

In 2010, the EU's tax directive was revised, ef-
fective 1 January 2011 (Council Directive
2011/64/EU).%8  The revised directive in-
cluded several important changes. First, it al-
lowed member states to place greater empha-
sis on the specific component of the excise
tax, with the specific tax now required to ac-
count for between 7.5% and 76.5% of the total
tax. Second, it increased the minimum excise
tax share to at least 60% of TIRSP, with the
price now based on the weighted average price
of cigarettes sold in the market, but exempted
member states that applied a total excise of
€115 per 1000 cigarettes from the 60% re-
quirement. Finally, it increased the minimum
excise per 1000 cigarettes to €90 (€1.80 per
pack). Selected EU member states were al-
lowed a transition period, until the end of
2017, to come into compliance with the new
directive. Romania came into compliance
with the directive by the beginning of 2015
and, as of late 2016, this directive remains in
place.

In addition to the excise taxes it applies to cig-
arettes, Romania also applies the same value
added tax (VAT) to cigarettes that it applies to
many other goods and services. The VAT rate
applied to cigarettes has changed over time.
Prior to becoming a member of the EU, the
VAT applied to cigarettes was 19% of the tax
inclusive retail sales price, with the rate low-
ered to 15.97% just before Romania formally
joined. The VAT was increased to 19.35% in



34 | The Economics of Tobacco and Tobacco Taxation in Romania

2007, but reduced to 16.67% effective January
1, 2016.

As shown in Figure 5.1, cigarette taxes in Ro-
mania have increased sharply over the past
decade, given the need to come into compli-
ance with the 2006 EU tobacco tax directive,
and given the significant increases in taxes re-
quired by the 2011 directive. As of July 2016,
cigarette excise taxes per pack averaged RON
8.61 per pack, with the VAT adding an addi-
tional RON 2.41 per pack. Over time, the spe-
cific component of the tax has become in-
creasingly important, rising from less than
30% of the total excise in 2004 to over three-
fourths of the total excise in 2015.

Taxes on other tobacco products—including
cigars, cigarillos, roll-your-own tobacco, and
other smoking tobacco (e.g., pipe tobacco)—
have also risen over time, in accordance with
the EU tobacco tax directive. However, the
directive does not require taxes on other to-
bacco products to account for as high a per-
centage of their prices as is required for ciga-

rettes. As of July 2016, Romania levies a spe-
cific excise tax of RON 303.23 per 1000 ci-
gars and cigarillo, and applies no ad valorem
tax on these products. The results in a total

Cigarette taxes in Romania have increased
sharply over the past decade, given the need
to come into compliance with the 2006 EU to-
bacco tax directive, and given the significant
increases in taxes required by the 2011 di-
rective.

excise of just over RON 0.30 per cigar/ciga-
rillo, compared to the total excise of just over
RON 0.43 per cigarette. Romania also levies
a specific excise tax of RON 383.78 per kilo-
gram of roll-your-own and other smoked to-
bacco, and does not apply an ad valorem ex-
cise tax to the products either. Given approxi-
mately 0.7 grams of tobacco per cigarette, this
amounts to a tax of about RON 0.27 per roll-
your-own cigarette. Starting in 2016, this tax
is also applied to the new generation of “heat-
not-burn” tobacco products, such as Philip

Figure 5.1 - Cigarette Taxes per Pack, Romania, May 2004 - July 2016
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In 2007, cigarette excise taxes were just under
RON 3 per pack, generating RON 3.1 billion
in tax revenues. By 2015, cigarette excise
taxes had risen to just over RON 8.2 per pack,
generating over RON 8.7 billion in tax reve-
nues.

Morris International’s iIQOS. Also starting in
2016, Romania levies an excise tax on elec-
tronic smoking (vaping) products; particu-
larly, there is a specific excise tax of RON 0.5
per milliliter of e-liquids containing nicotine.
In addition, the 16.67% value added tax is ap-
plied to the tax-inclusive retail sales price of
other tobacco products, including vaping
products.

Tobacco Tax Revenues in Romania

As tobacco tax rates have risen in Romania, so
have tobacco tax revenues. Figure 5.2 clearly
shows that the significant increases in ciga-
rette taxes over time have resulted in signifi-
cant increases in cigarette tax revenues. In

2007, cigarette excise taxes were just under
RON 3 per pack, generating RON 3.1 billion
in tax revenues. By 2015, cigarette excise
taxes had risen to just over RON 8.2 per pack,

Since 2006, Romania has earmarked a portion
of its tobacco and alcohol excise tax revenues
for health purposes, including tobacco control
programs, as part of the health reform law
passed in 2005 (Law no. 95/2006).

generating over RON 8.7 billion in tax reve-
nues.

These increases in tax revenues have occurred
despite the reductions in cigarette smoking re-
sulting from the tax increases. This is similar
to experiences around the world, which con-
sistently demonstrate that increases in ciga-
rette excise tax rates lead to increases in ciga-
rette tax revenues, even as cigarette consump-
tion falls in response to the higher taxes.”

Since 2006, Romania has earmarked a portion

Figure 5.2 - Cigarette Excise Taxes per Pack and Cigarette Excise Tax Revenues
Romania, 2007 - 2015
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of its tobacco and alcohol excise tax revenues
for health purposes, including tobacco control
programs, as part of the health reform law
passed in 2005 (Law no. 95/2006).’2 The ear-
marked tax is €10 per 1000 cigarettes, cigars,
and cigarillos and €13 per kilogram of smok-
ing tobacco, with an additional one percent of
tax revenues used to finance sports. The health
reform law specified that the earmarked funds
go to the Ministry of Health, but did not iden-
tify specific uses of the funds, instead calling
for the earmarked revenues to be used, “to
combat excessive use of tobacco and alcohol
products and funding of health costs.””® In re-
cent years, these funds have accounted for ap-
proximately RON 1 billion per year (1.14 bil-
lion in 2014), and account for a significant
portion of the Ministry of Health's overall
budget (14.4% in 2014). The exact use of the
earmarked funds cannot be determined given
that the use of these funds is not reported sep-
arately from other spending, but it appears that
they are largely used for improvements to the
Romanian health system, including the emer-
gency health system.” Only a small fraction
of the funds appear to be dedicated to tobacco
control efforts; in 2014, WHO reported that

the Romanian government spent RON 20 mil-
lion on tobacco control, or about 0.2% of its
tobacco excise tax revenues.”

Cigarette Prices in Romania

Romania's mixed excise tax system for ciga-
rettes results in differences in the taxes applied
to different cigarette brands, given that the ad
valorem excise tax and the VAT will vary
based on price.

Romania's mixed excise tax system for ciga-
rettes results in differences in the taxes applied
to different cigarette brands, given that the ad
valorem excise tax and the VAT will vary
based on price. However, the increased em-
phasis on the specific component of the excise
tax helps to reduce the gaps in total taxes and
retail prices across different brands, as shown
in Figure 5.3. Total excises and total taxes are
highest on premium brands and lowest on dis-
count brands, but the share of retail price ac-
counted for by taxes is higher on lower-priced
brands. Total excise taxes account for 60 per-
cent of retail prices for discount brands, while
accounting for 56.4 percent of retail prices for

Figure 5.3 - Cigarette Taxes and Prices by Brand, 2016
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premium brands. Similarly, total taxes, in-
cluding VAT, account for 76.6 percent of the
prices of discount brands, compared to 73.3
percent of the prices of premium brands.

Taxes as a percentage of retail cigarettes
prices are below the levels recommended by
international organizations.

Taxes as a percentage of retail cigarettes
prices are below the levels recommended by
international organizations. For example, the
World Bank recommended that all taxes on
cigarettes should account for between two-
thirds and four-fifths of retail prices.”” While
total cigarette taxes in Romania are above the
lower end of this range, they fall short of the
upper end. Similarly, the World Health Or-
ganization recommended that excise taxes ac-
count for at least 70 percent of retail cigarette
prices.”® Cigarette excise taxes in Romania,
particularly for higher priced brands, fall well
short of this range.

Despite the significant increases in prices over
the past 15 years, cigarettes in Romania have
become much more affordable in recent years
than they were twenty years ago,

As shown in Figure 5.4, inflation-adjusted
cigarette prices fell sharply in the late 1990s
and early 2000s, but have increased following
Romania's entry into the EU and the signifi-
cant increases in cigarette taxes that followed.
As a result, inflation-adjusted prices in 2015
were slightly higher than they were in 1997
and were almost three times higher than in
2003.

Despite the significant increases in prices over
the past 15 years, cigarettes in Romania have
become much more affordable in recent years
than they were twenty years ago, as shown in
Figure 5.4.” For example, the average Roma-
nian would have needed to spend more than
10.5 percent of his or her annual income to

Figure 5.4 - Inflation Adjusted Cigarette Prices and Cigarette Affordability, Romania,
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purchase 100 packs of cigarettes in 1997, but

would have needed to spend 5.9 percent of his
or her income to purchase 100 packs in 2015,
a 56 percent drop. While the affordability of
cigarettes has declined since Romania joined
the EU, the relatively rapid rise in income
since then has offset much of the sharp rise in
inflation-adjusted cigarette prices. The only
significant decreases in cigarette affordability
in Romania came during the global economic
downturn of 2008-09, and the rise from 2014
to 2015 following a significant cigarette tax
increase.

Cigarette Taxes and Prices in Comparison
with Other Countries in the Region

Romania's cigarette taxes and prices are
roughly in the middle of the range for coun-
tries in the European region, as shown in Fig-
ures 5.5 and 5.6. Taxes and prices are well
below those in many of the original EU coun-
tries, but are near the average among countries
that have joined the EU since 2004. At the
same time, they are generally higher than
taxes and prices in European countries that are
not members of the EU.

Figure 5.5 - Price for a Pack of 20 Cigarettes, Most Sold Brand, European Countries, 2014
In US$ at Official Exchange Rates
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Figure 5.6 - Taxes on a Pack of 20 Cigarettes, Most Sold Brand, European Countries, 2014
In US$ at Official Exchange Rates
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V1. The Demand for Cigarettes in Roma-
nia

Hundreds of studies from countries at all in-
come levels and in all regions clearly demon-
strate that higher tobacco product taxes and
prices lead to reductions in tobacco use.838*
These reductions result from increased cessa-
tion among current users, fewer former users
restarting, reduced initiation among young
people, and reductions in tobacco consump-
tion among continuing users. The ability of
governments to influence tobacco use via
higher price depends on the price elasticity of
demand.” Policy makers can use estimates of
the price elasticity of demand to predict the
potential impact of a tobacco tax increase on
tobacco consumption and tobacco tax reve-
nues. This section briefly reviews the existing
global evidence on the impact of tobacco
product prices on demand, with an emphasis
on the experience of low- and middle-income
countries, and those from Central and Eastern
Europe. This is followed by new estimates of
the impact of price on cigarette demand in Ro-
mania.

Tax, Price and the Demand for Tobacco
Products - Global Evidence

Many studies have employed aggregate data
to examine the impact of cigarette and other
tobacco product taxes and prices on overall to-
bacco use. Before 2000, nearly all of these
studies came from the United States, Canada,
the United Kingdom, Australia, and several
other high-income countries.8>8878 These
studies consistently found that increases in to-
bacco product taxes and prices lead to reduc-
tions in tobacco use. Most studies focused on
cigarette smoking, given that cigarettes ac-
count for the nearly all tobacco use in high-
income countries. While these studies have
produced a wide range of estimates for the
magnitude of the effect of price on overall cig-
arette consumption, most studies estimate
price elasticities in the range from -0.25 to -
0.5, with most of these clustered around -0.4,

implying that a 10 percent increase in cigarette
prices will, on average, bring about a 4 percent
reduction in consumption. Models that ac-
count for the addictive nature of tobacco use
find that demand is more responsive to price
in the long run than it is in the short run,89%

Over the past fifteen years, a growing number
of studies have examined the impact of taxes
and prices on tobacco use in low and middle-
income countries.®® These studies have esti-
mated a wide range of price elasticities, with
many, but not all, finding that the demand for
tobacco products is at least as responsive, and
often more responsive, to price in low- and
middle-income countries than it is in high-in-
come countries. For example, Gallus and col-
leagues (2006) used data on per adult cigarette

Hundreds of studies from countries at all in-
come levels and in all regions clearly demon-
strate that higher tobacco product taxes and
prices lead to reductions in tobacco use.

consumption and adult smoking prevalence
from 52 countries in 2000 to estimated the
price elasticity of cigarette demand in the Eu-
ropean region, finding that demand in the
mostly lower and middle income countries not
in the EU was about twice as sensitive to price
as was demand in generally higher income EU
countries.?? Similar, Taal and colleagues
(2004) used monthly time series data from Es-
tonia for the period from 1992 through 1999
to estimate a short run price elasticity of -0.32
to -0.34.%% Most elasticity estimates from low-
and middle-income countries fall in the range
from -0.2 to -0.8, clustering around -0.5, im-
plying that a 10 percent increase in cigarette
prices will, on average, reduce consumption
by five percent.®** As in studies for high-in-
come countries, studies from low- and mid-
dle-income countries that account for the ad-
dictive nature of tobacco use find that demand
responds more to price in the long run. For
example, Gardes and Starzec (2004) estimate

* Price elasticity is defined as the percentage change in consumption resulting from a one percent increase in

price.
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a short-run price elasticity for cigarette de-
mand in Poland of -0.4, compared to their es-
timated long run elasticity of -0.7.%

Findings from studies based on individual-
level survey data on adult tobacco use indicate
that taxes and prices influence both the deci-
sion to use tobacco (prevalence) and the fre-
quency and amount of tobacco consumption.
In general, the estimates from high-income
countries suggest that about half of the impact
of price on tobacco use results from its effect
on prevalence.®” %8 Given that nearly all initi-
ation occurs before age 25, these changes
largely result from cessation among adult us-
ers. This is confirmed by a growing number
of studies which find that increases in prices
lead a number of current users to try to quit,
with some successful in doing so in the long
run.%

Increases in prices lead a number of current
users to try to quit.

Studies using survey data from low- and mid-
dle-income countries similarly find that price
affects prevalence, although the relative im-
pact on prevalence and consumption varies
considerably across studies and countries. For
example, Lance and colleagues (2004) esti-
mate price elasticities for smoking prevalence
in Russia in the range from -0.05 to -0.11, but
find little impact of price on conditional ciga-
rette demand (changes in consumption of cig-
arettes among current smokers), with elastic-
ity estimates ranging from zero to -0.03.1% In
contrast, using data from 13 mostly low- and
middle-income countries that conducted the
Global Adult Tobacco Survey (GATS) be-
tween 2008 and 2011, including Romania,
Kostova and colleagues (2014) estimated that
the price elasticity for smoking prevalence
was -0.32, while the price elasticity for condi-
tional demand was -0.24, with a total elasticity
of -0.56.1%2 Another recent study by Ross and
colleagues (2014) using data from the GATS
conducted in Poland, Russia, and Ukraine
found that the declines in adult smoking prev-
alence in response to higher taxes and prices
resulted from increased cessation among adult

smokers, estimating that a 10 percent increase
in cigarette taxes increased the likelihood of
smoking cessation by between 1.6 and 2.3 per-
cent.10?

Several studies based on survey data have ex-
amined the differential responses of various
population subgroups to changes in the prices
for tobacco products, including those based on
age, gender, income, education, race/ethnic-
ity, and location (urban vs. rural). Findings
for gender, race/ethnicity and location vary
across countries, while consistent patterns are
more evident with respect to age and socioec-
onomic status (as measured by income and/or
education).’®® In general, most studies for dif-
ferent age groups find that tobacco use among
younger persons is more responsive to price
than is tobacco use among older persons.14105
Consistent with evidence from high-income
countries, recent studies using the Global
Youth Tobacco Survey (GYTS) find that cig-
arette demand among youth in low- and mid-
dle income countries is more sensitive to price
than is cigarette demand among adults. For
example, Nikaj and Chaloupka (2014), using
data from 29 low- and middle income coun-
tries that conducted the GYTS more than once
between 1999 and 2008, estimated an overall
price elasticity for youth smoking of -2.2, with
an estimated prevalence elasticity of -0.59 and
an estimated conditional demand elasticity of
-1.61.1% Similarly, as predicted by economic
theory, lower socioeconomic groups are more
responsive to price than are higher socioeco-
nomic groups. For example, Sayginsoy and
colleagues (2002) estimated cigarette demand

Tobacco use among younger persons is more
responsive to price than is tobacco use among
older persons.

elasticities of -1.33, -1 and -0.52 for low, mid-
dle and high-income populations, respec-
tively, in Bulgaria.'®” Similarly, Onder and
Yirekli (2016) estimated price elasticities of
cigarette by expenditure tertile ranging from -
1.41 for the lowest tertile to -0.74 for the high-
est tertile, as well as household prevalence
elasticities ranging from -0.45 for the lowest
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tertile to -0.21 for the highest tertile in Tur-
key. 108

Finally, several studies examine the potential
for substitution among tobacco products in re-
sponse to changes in the relative prices of
these products. In general, these studies find
that part of the reduction in the use of one to-
bacco product in response to an increase in its
price will be offset by increased use of other
products if the prices of these products are not
also increased. For example, Gwarnicki and
colleagues estimate own- and cross-price elas-
ticities for 15 different nicotine products using

The sizable increases in cigarette taxes and
prices over the past 15 years have contributed
to significant reductions in smoking in Roma-
nia during this time.

quarterly, market level data on the sales of fif-
teen different types of nicotine products in 52
U.S. markets from 2007 through 2014. They
find generally consistent evidence that higher
prices for each product result in lower sales of
that product, while also finding that increases
in cigarette prices relative to other prices re-
sult in increased sales of cigarillos, little ci-
gars, roll-your-own tobacco, pipe tobacco,
and electronic cigarettes.’® This potential for
substitution highlights the importance of in-

creasing taxes and prices for all tobacco prod-
ucts if the public health benefits of higher
prices are one of the motives for tobacco tax
increases.

Cigarette Demand in Romania - New Evi-
dence

The sizable increases in cigarette taxes and
prices over the past 15 years have contributed
to significant reductions in smoking in Roma-
nia during this time, as shown in Figure 6.1.

To date, no studies have estimated the price
elasticity of demand for tobacco products in
Romania (Loubeau 2013).1° In this section,
we provide new estimates of the price elastic-
ity of cigarette demand in Romania based on
aggregated cigarette sales data from 1997
through 2014, and on cigarette consumption
data from the 2011 GATS conducted in Ro-
mania.

Our first cigarette demand analysis uses an-
nual aggregate cigarette sales data and the av-
erage price the price for a local brand of ciga-
rettes sold in mid-priced stores from 1997
through 2015, obtained from the Euromonitor
database (Table 6.1). The empirical demand
curve with the dependent variable of cigarette
consumption per capita gives us the possibil-
ity of estimation of point-price elasticity for a
given year.

Figure 6.1 - Inflation Adjusted Cigarette Prices and Per Capita Cigarette Consumption
Romania, 2001 - 2015
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Table 6.1 Total and Per Capita Consumption, and Cigarette Prices in Romania, 1997-2015

Consumption per year per

Cigarettes, local brand,

Year Total consumption capita (age 15+ . :
(mn sticksg szac(kgges) ) mid-priced store (RON)

1997 41711 114.8 0.9
1998 42322 116.2 1.0
1999 41600 113.9 1.3
2000 41380 112.8 2.6
2001 41000 111.2 2.5
2002 39895 107.7 2.1
2003 39243 105.4 2.4
2004 39236 104.9 2.8
2005 34063 90.8 34
2006 30420 81.1 4.4
2007 31654 84.4 5.4
2008 34608 92.3 5.8
2009 31259 83.5 7.6
2010 20784 55.6 9.9
2011 24981 67.0 11.0
2012 26989 72.5 11.8
2013 24123 64.9 13.4
2014 22162 59.7 145
2015 20896 56.4 15.0

Sources: Economist Intelligence Unit,** Euromonitor International,'*® and World Bank.¢

The empirical demand curve estimated by a
univariate polynomial function of the third de-
gree (a cubic function) provides the best fit for
the data (R square = 0.92). The point price
elasticity for a RON 15.5 cigarette package
price in 2016 is -0.58. This estimate from the
model shows that cigarette consumption is in-
versely related to cigarette prices, with higher
prices associated with reduced consumption
and lower prices associated with increased
consumption. Using the coefficient reflecting
the effect of price on consumption, we esti-
mate that the price elasticity of cigarette de-
mand in Romania is -0.58, implying that a ten
percent increase in the inflation adjusted price
of cigarettes would result in an almost six per-
cent reduction in cigarette consumption.

Our second cigarette demand analysis uses the
cross-sectional data from the 2011 GATS.Y
These data allow us to assess the differential
associations between cigarette prices and
smoking behaviors in key subpopulations, in-
cluding those based on age and gender. Using
these data, we estimate a standard two-part

model of cigarette demand, first assessing the
association of cigarette prices with smoking
prevalence, and then estimating the associa-
tion between price and cigarette consumption
among smokers (conditional cigarette de-
mand).

We estimate that the price elasticity of ciga-
rette demand in Romania is -0.58, implying
that a ten percent increase in the inflation ad-
justed price of cigarettes would result in an al-
most six percent reduction in cigarette con-
sumption.

First, to assess the association between price
and smoking prevalence, we estimated a mul-
tivariate logistic regression model controlling
for a variety of socioeconomic, demographic
and other factors, including age, gender, edu-
cational attainment, employment status,
wealth, and exposure to tobacco marketing.
Our measure of cigarette price is based on the
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price that smokers reported paying for ciga-
rettes at their last purchase, aggregated to the
GATS sampling unit level. In this prevalence
model, cigarette price is found to not have a
statistically significant association with smok-
ing prevalence. The lack of effect is likely to
be due to the single cross-sectional nature of
the data and the relatively limited geographic
variation in cigarette prices across Romania
during the time the survey was conducted.

We find little difference in the price elasticity
of cigarette consumption between male and
female smokers,

In the second part, we estimated the associa-
tion between average cigarette consumption
among smokers and the same market level
measure of cigarette prices, controlling for the
same socioeconomic, demographic, and other
factors likely to affect cigarette smoking be-
havior. In this model, we estimate that ciga-
rette consumption among smokers is nega-
tively and statistically significantly associated
with average cigarette price. The average
price elasticity derived from the regression co-
efficient for the price is -1.45, implying that a
ten percent increase in the price of cigarettes

reduces cigarette consumption among smok-
ers by 14.5 percent. Given our use of a single
cross-sectional survey, this estimate is likely
to overstate the price elasticity of cigarette de-
mand because the market level price measure
we constructed from the self-reported prices
in the survey reflect local brand choices and
smokers' purchase behaviors.

In addition to our overall estimates, we also
used the GATS data to estimate the effects of
price on cigarette consumption among smok-
ers in key subpopulations, including by gen-
der and by age. Estimated price elasticities for
these subgroups are shown in Figure 6.2. We
find little difference in the price elasticity of
cigarette consumption between male and fe-
male smokers, with estimated price elasticities
of -1.46 and -1.32, respectively. We find
some differences in price elasticity among
smokers in different age groups, with younger
(ages 15 through 29 years) and older (older
than 50 years) smokers more responsive to
price than middle-aged smokers (ages 30 to 50
years).

Estimates from both analyses suggest that cig-
arette price is an important determinant of cig-
arette consumption in Romania, and that in-
creases in cigarette taxes and prices would

Figure 6.2 - Estimated Price Elasticity of Cigarette Consumption Among Smokers
Overall and by Population Subgroup, Romania, 2011
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if anything, cigarette smoking in Romania is
more sensitive to price than is cigarette smok-
ing in other low- and middle-income coun-
tries.

lead to significant reductions in cigarette
smoking. These estimates suggest that, if an-
ything, cigarette smoking in Romania is more

Endnotes to Chapter VI

sensitive to price than is cigarette smoking in
other low- and middle-income countries. Nei-
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used in the second analysis. Nevertheless,
these estimates are consistent with the exten-
sive global evidence showing that tobacco
product tax and price increases are highly ef-
fective in reducing tobacco use.
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VII. Impact of Cigarette Tax Increases in
Romania

In this section, we simulate the effects of cig-
arette tax increases on several outcomes re-
lated to cigarette smoking in Romania, includ-
ing overall cigarette consumption, cigarette
excise tax revenues, the number of current and
future smokers, and deaths caused by smok-
ing. In these analyses, we use the price elas-
ticity estimate described above and all other
factors, most notably per capita income, are
being held constant. To the extent that income
is rising and affordability is increasing, the tax
increases will generate smaller reductions in
tobacco use, but larger increases in revenues
than predicted, given that increases in income
raise the affordability of cigarettes. The tax
scenarios modeled reflect significant in-
creases in the combined specific and ad val-
orem excise taxes currently in place, with the
increases bringing Romania'’s tax levels to the
levels recommended by the World Bank and
World Health Organization.''8° Finally, we
discuss other impacts of tax increases, includ-
ing their effects on the poor, illicit trade, and
employment in Romania.

Impact of Tax Increases on Cigarette Con-
sumption and Tax Revenues

For the baseline, we use the average price of a
pack of 20 cigarettes, RON 14.5 per pack, in
July 2016, based on the weighted average cig-
arette price reported in the most recent Euro-
pean Commission excise duty tables.'?® Ex-
cise taxes account for 59.5 percent of this
price, implying an average tax of RON 8.6 per
pack. Value added taxes add another RON
2.42 per pack, so that total taxes account for
76.1 percent of the average retail price of cig-
arettes. For the baseline, we assume that taxes
and prices in 2017 remain constant. For ciga-
rette sales, we use Euromonitor's projected
sales of 947.1 million 20-cigarette packs in
2017.121 Given these assumptions, we esti-
mate that cigarette excise tax revenues in 2017
will be RON 8.2 billion.

Our first analysis simulates the impact of rais-
ing the combined excise and VAT so that it

meets the upper end of the World Bank's rec-
ommendation that taxes should account for
four-fifths of retail cigarette prices.’?> As-
suming no change in industry price and full
pass through of the tax, meeting this recom-
mendation implies an increase of 27.1 percent
in the current excise tax, to a combined spe-
cific and ad valorem tax of RON 10.95 per
pack. We estimate that this tax increase will
raise average final prices paid by consumers
from RON 14.5 to RON 17.3 per pack - an al-
most 20 percent increase in the average retail
price.

Our second analysis simulates the impact of a
larger tax increase, which raises the excise tax
share of cigarette prices from the current 59.5
percent to 65 percent. Assuming no change in
industry price and full pass through of the tax,
this requires a 42.3 percent increase in the to-
tal excise tax, raising the tax to RON 12.26 per
pack. This tax increase results in just over a
30 percent increase in price, with the average
retail price rising to RON 18.9 per pack. This
price increase is comparable to the total price
increase from July 2012 to July 2016.

Our final analysis simulates the impact of an
even larger tax increase, which raises the ex-
cise tax share of retail cigarette prices to 70
percent, as recommended by WHO.'% Note
that the WHO's recommendation focuses on
the share of price accounted for by the excise
tax, while the World Bank's recommendation
was based on all taxes that apply to cigarettes;
in general, the WHO recommendation will re-
sult in higher taxes and prices. Assuming the
tax is fully passed through to consumers and
that industry price does not change, this re-
quires a more than doubling of the current ex-
cise tax, with a new tax of RON 18.15 per
pack. This tax increase results in a very large
increase - 79 percent - in retail cigarette prices,
raising the average price to RON 25.9.

We simulate the impact of these tax and price
increases using a price elasticity estimate of -
0.6, consistent with our estimated elasticity
for 2016 based on our analysis of annual cig-
arette sales in Romania from 1997 through
2015, described above, and near the less ine-
lastic end of the range of estimates produced
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in cigarette demand studies from low- and
middle-income countries.’?*1%> Greater elas-
ticity would result in larger reductions in
smoking and its consequences, and smaller in-
creases in tax revenues, while lower elasticity
would lead to smaller reductions in smoking
but larger increases in tax revenues.

Raising the excise tax so that it accounts for
65 percent of average cigarette prices would
reduce sales by 18.1 percent,

We estimate that raising the cigarette excise
tax so that all taxes on cigarettes account for
80 percent of average cigarette prices will re-
duce overall cigarette sales by 11.6 percent
and raise cigarette excise tax revenues by just
over RON 1 billion in 2017. Larger excise tax
increases result in larger reductions in ciga-
rette sales. Raising the excise tax so that it ac-
counts for 65 percent of average cigarette
prices would reduce sales by 18.1 percent,
while increasing the excise tax to 70 percent
of price would reduce sales by an estimated
47.4 percent. These tax increases would gen-
erate an additional RON 1.35 billion and RON
884 million, respectively, in 2017. These es-
timates are presented in Table 7.1.

Impact on Tax Increases on Public Health

In addition to estimating the impact of tax in-
creases on smoking and revenues, we simulate
the impact of the three tax increases described
above on the number of smokers and on future
deaths caused by smoking among the 2017
population cohort in Romania. These esti-
mates are also presented in Table 7.1. Using
the most recent estimate of smoking preva-
lence available (from the 2014 Eurobarometer
survey)'?® and assuming that half of the de-
cline in cigarette consumption projected by
Euromonitor from 2014 to 2017 is attributable
to a decline in smoking prevalence, we esti-
mate that adult smoking prevalence in 2017
will be just over 25 percent. Given population
projections from the U.S. Census Bureau for
Romania in 2017, this implies that there will
be just over 4.45 million adult smokers in
2017. Estimates indicate that more than one in

two lifetime smokers will die prematurely
from diseases caused by cigarette smoking.?’
We therefore assume that half of long-term
smokers will die prematurely as a result of
their addiction. Given these assumptions, we
estimate that over 2.2 million adults will die
prematurely from a disease caused by smok-
ing. Assuming that the current cohort of youth
in Romania will take up smoking at the same
rates as in the current adult cohort, we esti-
mate that almost one million youth ages 0
through 17 will become smokers as adults and
that almost one half million of them will die
prematurely from diseases caused by smok-

ing.

Global evidence suggests that about half of the
impact of price on overall smoking among
adults results from a reduction in smoking
prevalence.1?812° Given this, we estimate that
the average prevalence elasticity for the mid-
point of the range of the estimates used in this
modeling is -0.3. Based on this estimate, the
price increase resulting from raising the ciga-
rette excise tax so that total taxes account for
four-fifths of average cigarette prices will re-
duce adult prevalence by 5.8 percent, resulting
in over one-quarter million fewer adult smok-
ers. Larger tax increases would lead to larger
reductions in adult smoking. We estimate that
raising the excise tax so that it accounts for 65
percent of average cigarette prices would lead
to over 400,000 fewer adult smokers,while
raising the excise tax to 70 percent of price
would result in over one million fewer adult
smokers.

Raising the excise tax so that it accounts for
65 percent of average cigarette prices would
lead to over 400,000 fewer adult smokers,

Given the evidence on the health benefits of
smoking cessation, we estimate that 70 per-
cent of those who would have otherwise died
prematurely from diseases caused by smoking
avoid premature death by quitting. Based on
the assumption that half of long-term smokers
will die prematurely, we estimate that the
price increase resulting from increasing total
taxes on cigarettes so that they account for 80
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Table 7.1 - Impact of Increasing Cigarette Excise Taxes on Smoking,
Smoking-Attributable Mortality and Government Revenue — Romania 2017

Model parameters, baseline
Current smokers 4,451,871
Premature deaths in current smokers 2,225,936
Expected future smokers 938,988
Premature deaths in future smokers 469,494
Average cigarette excise tax 8.6
Average cigarette price 14.5
Excise tax as a percentage of price 59.5%
Total Tax as a percentage of price 76.1%
Model projections

Increased average cigarette tax 11.0 12.3 18.2
Increased average cigarette pack price 17.3 18.9 25.9
Excise tax as a percentage of price 63.3% 65.0% 70.0%
Total tax as a percentage of price 80.0% 81.7% 86.7%
Assumed price elasticity -0.6
(I;{rzductlon in number of current smok- 258,360 403,289 1,054,917
Reductio_n in Premature Deaths Caused 90,426 141,151 369,221
by Smoking among Current Smokers
Percentage of premature d_eaths in cur- 4.1% 6.3% 16.6%
rent smokers averted by higher taxes
Reduction in number of future smokers LSl S gl
Reductlop in Premature Deaths Caused 54.493 85.062 222 503
by Smoking among Future Smokers
Percentage of premature d_eaths in fu- 11.6% 18.1% 47 4%
ture smokers averted by higher taxes
Total reduction in number of smokers SRR HEALE SRihere
Total Reduction i_n Premature Deaths 144,920 226,213 501,724
Caused by Smoking
Percentage of premature_deaths among 5 4% 8.4% 22 0%
all smokers averted by higher taxes
Additional Cigarette Excise Tax Reve-

. 1, 1 1,348.7 4.
nues (RON Millions) Lo S e

percent of average prices would reduce the
number of premature deaths among adult
smokers by over 90,000, while larger tax in-
creases would lead to significantly fewer
deaths. For example, raising the cigarette ex-
cise tax so that it accounts for 70 percent of
price would lead to almost 370,000 fewer
deaths among adult smokers in Romania.

As described above, considerable research
shows that youth smoking is more responsive
to price than adult smoking, with estimates
from high-income countries, as well as recent
evidence from low and middle-income coun-
tries, suggesting that price elasticity of ciga-
rette demand among youth is two or more
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times higher than it is among adults. 313! As-
suming that youth smoking in Romania is
twice as sensitive to price as is adult smoking,
as found in one recent review,*? we estimate
that raising cigarette excise taxes so that total
taxes account for 80 percent of cigarette prices
would reduce the number of youth who take
up smoking by about 12 percent, preventing
almost 110,000 fewer Romanian youth from
becoming smokers as adults. Again, larger tax
increases would prevent more youth from be-
coming adult smokers. We estimate that rais-
ing excise taxes so that they account for 65
percent of price would prevent over 170,000
Romanian youth from becoming smokers.
Raising taxes to meet the WHO's recommen-
dation that excise taxes account for 70 percent
of retail prices would prevent about 445,000
youth from starting to smoke.

Raising excise taxes so that they account for
65 percent of price would prevent over
170,000 Romanian youth from becoming
smokers.

All smoking attributable premature deaths
will be avoided among youth prevented from
starting. Based on the assumption that half of
long-term smokers will die prematurely be-
cause of their smoking, this implies a reduc-
tion of almost 55,000 deaths among youth
who do not initiate smoking as a result of a tax
increase that results in taxes accounting for 80
percent of retail price increases. Larger tax in-
creases would prevent more smoking-attribut-
able premature deaths among Romanian
youth. We estimate that increasing excise
taxes so that they account for 70 percent of av-
erage cigarette prices would prevent almost
one-quarter million fewer premature deaths
among young people in Romania.

Impact on the Poor

Concerns about the impact of tobacco tax in-
creases on the poor are often raised in opposi-
tion to higher cigarette taxes. As described
above, estimates from a variety of countries,
including Turkey and Bulgaria, show that

smoking in lower income households is more
responsive to changes in cigarette prices than
is smoking in high-income households.**3
These estimates imply that the reductions in
smoking among the poor that result from
higher tobacco taxes will be larger than those
that occur among rich so that the health bene-
fits that result from a tax increase will be pro-
gressive.

That the reductions in smoking among the
poor that result from higher tobacco taxes will
be larger than those that occur among rich so
that the health benefits that result from a tax
increase will be progressive.

Moreover, the differences in price sensitivity
imply that the relative burden of an increase in
the tax will fall more heavily on richer house-
holds, given that a tax increase will reduce
smoking by more in poorer households than in
richer households.

To the extent that concerns remain about the
impact of tobacco tax increases on the poor,
these can be at least partly addressed by
spending the new tax revenues generated by
the tax increase in a progressive manner. Us-
ing the new revenues to increase government
spending on health care and social assistance
programs that benefit the poor can offset any
negative impact of higher taxes on low-in-
come smokers. Similarly, using some of the
new tax revenues to support smoking cessa-
tion among low-income smokers will lead to
even larger reductions in smoking among the
poor.

Using some of the new tax revenues to support
smoking cessation among low-income smok-
ers will lead to even larger reductions in
smoking among the poor.

Romania has been doing this, to some extent,
through its earmarked cigarette tax, with rev-
enues from the earmarked tax used to support
the health system and, to a lesser extent, to
support tobacco control efforts.*3*
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Tax Avoidance and Tax Evasion

While the tobacco industry and others argue
that increased tobacco taxes result in exten-
sive tax avoidance and tax evasion, existing
evidence indicates that a variety of other fac-
tors are important determinants of large scale,
organized smuggling, individual tax avoid-
ance, counterfeiting, and other illicit cigarette
trade.’*>13¢ For example, while differences in
cigarette taxes can contribute to the smuggling
of cigarettes from low tax to high tax jurisdic-
tions, pre-tax price differences are often sub-
stantial and create a financial incentive to
smuggle. Other researchers have found that
the level of corruption in a county explains at
least as much of the extent of smuggling as is
explained by tax and price levels.®" Other im-
portant determinants include the presence of
an informal distribution network for cigarettes
within a country, poor technology and com-
munications at customs, weak or non-existent
enforcement, and minimal penalties for those
caught trading illegally in cigarettes.

In Romania, illicit trade in cigarettes does not
appear to be a significant problem, with Eu-
romonitor estimating that the volume of illicit
cigarettes consumed by Romanian smokers
falling by more than half from 2010 to 2015.
The share of overall cigarette consumption ac-
counted for by illicit cigarettes has been rela-
tively stable in the last few years, as illicit cig-
arette consumption has declined at about the
same rate as licit, tax paid cigarette consump-
tion. As shown above, cigarette tax revenues
have continued to increase and cigarette
smoking has continued to fall in response to
recent tax and price increases, despite the
availability of illicit cigarettes.

Illicit cigarette trade was a more significant
problem for Romania in the past, peaking at
around 28 percent of cigarette consumption in
2010.1*8 Ukraine, Serbia, and Moldova were
the primary sources of illicit cigarettes.**® The
Romanian government took strong action to
curb cigarette smuggling starting in 2010.
Legislation was adopted targeting cigarette
smuggling that included stronger penalties on
smugglers, measures to facilitate cooperation

between Customs officials and financial insti-
tutions, redefinition of 'smuggling' and 'excise
fraud' to strengthen the effectiveness of inves-
tigators and prosecutors; and more. In addi-
tion, court proceedings on cigarette tax eva-
sion were sped up, duty free imports were re-
stricted, tax stamps with overt and covert fea-
tures were required, and resources were de-
voted to increased enforcement efforts, 40141
These efforts have been successful in allowing
Romania to raise cigarette taxes significantly
while at the same time reducing illicit ciga-
rette trade, resulting in increased tax revenues
and reduced tobacco use.

These efforts have been successful in allowing
Romania to raise cigarette taxes significantly
while at the same time reducing illicit ciga-
rette trade, resulting in increased tax revenues
and reduced tobacco use.

The actions taken by Romania to curb illicit
trade in cigarettes are consistent with the
measures described in WHO's Technical
Manual for Tobacco Tax Administration42
and the Illicit Trade Protocol to the WHO
FCTC (ITP)'*3, as well as the approaches used
in a number of other countries that have suc-
cessfully reduced cigarette smuggling.t#
These include the use of sophisticated tax
stamps with overt and covert features that al-
low for some tracking-and-tracing of tobacco
products as they move through the distribution
chain, strengthening enforcement efforts and
imposition of swift and severe penalties on
smugglers, sharing of information, and im-
proving cooperation among key stakeholders.
Romania's efforts to deter cigarette smuggling
will soon be enhanced by the implementation
of an EU-wide tracking-and-tracing system,
as mandated by the EU tobacco product di-
rective (Directive 2014/40/EU).1* Romania
could further strengthen its tax administration
capacity by requiring all involved in tobacco
licensing and distribution, including retailers,
to be licensed. Finally, Romania could sign
and ratify the Illicit Trade Protocol, as several
other members of the EU have already done.
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Employment

The impact of tobacco tax increases on jobs in
Romania is likely to be minimal, as very few
jobs in Romania are dependent on tobacco.
Tobacco farming is at historically low levels,
and small-scale tobacco farming has largely
disappeared, with very few farmers dependent
on tobacco growing for their livelihoods.
Most of the tobacco used in cigarette produc-
tion is imported from other countries. Roma-
nia has become a hub for cigarette manufac-
turing, with cigarettes produced in large-scale,

The impact of tobacco tax increases on jobs in
Romania is likely to be minimal, as very few
jobs in Romania are dependent on tobacco.

capital intensive production facilities. The
vast majority of cigarettes produced in Roma-
nia are exported to other EU countries. Reduc-
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tions in tobacco use that result from tax in-
creases or other tobacco control activities are
therefore more likely to result in a net increase
in overall employment in Romania as the
funds once spent on tobacco products will be
spent on other goods and services and as the
government spends new tax revenues on more
labor intensive activities, creating new jobs
that offset the minimal loss of tobacco-de-
pendent jobs. This has been demonstrated em-
pirically for many countries, where reductions
in tobacco use that result in job losses in the
tobacco sectors are offset or more than offset
by increases in jobs in other sectors. 146147

To the extent that there are concerns about job
losses in more tobacco-dependent sectors, us-
ing a portion of new tobacco tax revenues gen-
erated by a tax increase to move tobacco farm-
ers into other crops and/or to retrain those em-
ployed in tobacco product manufacturing for
work in other sectors can alleviate these con-
cerns.
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VIIl. Summary and Recommendations

Summary

Nearly five million adults in Romania smoke
tobacco products, with the vast majority con-
suming manufactured cigarettes. Men are
more than twice as likely to smoke as women,
with smoking prevalence at 37.4%, compared
to 16.7%, respectively. Many Romanian
youth are initiating tobacco use, with 12.2%
of boys and 10.1% of girls ages 13 to 15 years
reporting some tobacco use in the past 30
days. While overall smoking prevalence has
fallen over the past decade, smoking preva-
lence among women has risen. This is partic-
ularly true among young females, with smok-
ing prevalence among 16 year-old girls nearly
the same as boys. While cigarette smoking
has declined steadily in recent years, cigar and
other smoked tobacco use have risen sharply.
It is therefore not surprising that Romania
faces considerable health and economic con-
sequences from the high levels of tobacco use.
In 2010, nearly 43,000 Romanians died prem-
aturely from the diseases caused by smoking
and more than five percent of health care
spending goes to treat the diseases caused by
smoking.

The supply side of Romania's tobacco markets
has changed dramatically over the past three
decades. During the Communist era, Roma-
nia was a major tobacco grower and the gov-
ernment-run monopoly, Centrala Industriei
Tutunului, used most of the tobacco leaf
grown in the country to produce cigarettes for
domestic consumption. In the post-Com-
munist era, particularly following Romania's
entry into the European Union, tobacco farm-
ing has declined sharply and Romania now
imports most of the tobacco leaf used in do-
mestic tobacco product production. At the
same time, the three largest multinational to-
bacco companies - British American Tobacco,
Philip Morris International, and Japan To-
bacco International - now dominate the local
cigarette market. These companies produce
large numbers of cigarettes in state-of-the-art,
capital-intensive manufacturing facilities in
Romania, with most of the production ex-
ported to other EU countries. As a result, rel-

atively few Romanians rely on tobacco grow-
ing and manufacturing for their livelihoods;
thus, tobacco control policies that aim to re-
duce domestic tobacco consumption will have
little impact on employment in tobacco farm-
ing or manufacturing in Romania.

The growing recognition of the health and
economic burden caused by tobacco has led to
changes in the country's tobacco control envi-
ronment. Romania signed the World Health
Organization's Framework Convention on To-
bacco Control (FCTC) on 24 June 2004 and
ratified the treaty on 27 January 2006. As a
result of the FCTC, advertising and marketing
of tobacco is severely limited, including ban-
ning tobacco ads on television and radio, in lo-
cal newspapers and magazines, and on bill-
boards and public transit. In addition, there
are limits on the distribution of tobacco
branded merchandise and sponsorship of ac-
tivities. However, Romania's tobacco control
policies fall short of full scale FCTC imple-
mentation. Romanians are widely exposed to
tobacco industry marketing through point-of-
sale advertising and through product market-
ing in international newspapers and maga-
zines, distribution of free samples, offers of
price-reducing promotions, and other market-
ing activities. Romanian law requires that
graphic health warning labels on cigarette
packaging be rotated, with warnings covering
30% of the front of the pack and 40% of the
back of the pack. However, this falls short of
the FCTC recommendation of 50% or more of
the pack, front and back. In 2016, Romania
strengthened its smoke free policy to ban
smoking in enclosed public spaces, indoor
workspaces, and other venues (law no.
15/2016). While a major accomplishment for
tobacco control, compliance and enforcement
of the smoke free ban is a critical issue to reap
the full benefits of this legislation. In addi-
tion, this same law closed loopholes in other
tobacco control laws and mandated mass me-
dia public education campaigns to inform Ro-
manians about the health consequences of
smoking. Finally, Romania supports a variety
of smoking cessation efforts, including a na-
tional toll-free telephone quitline and cover-
age of smoking cessation counseling and
pharmaceutical therapies under national
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health programs. Nicotine replacement ther-
apy, however, remains uncovered despite its
importance for cessation support. Strengthen-
ing existing policies and enhancing their im-
plementation is critical to accelerating the re-
cent declines in smoking in Romania.

Tobacco product taxes and prices have risen
sharply in Romania since it joined the Euro-
pean Union in 2007 and became subject to the
EU's tobacco tax directive. These tax in-
creases reversed the downward trend in ciga-
rette prices and increasing affordability of cig-
arettes in the prior decade. While inflation ad-
justed cigarette prices are higher than they
were two decades ago and affordability has
fallen in recent years, rising incomes have
made cigarettes much more affordable than
they were a decade before Romania joined the
EU. Romania's cigarette tax structure follows
the EU tobacco tax directive, with cigarette
excise taxes accounting for about 60% of the
weighted average price for cigarettes, with the
specific component of the tax accounting for
about three-fourths of the total excise tax.
However, given the relatively low industry
price, retail cigarette prices in Romania rank
in the lowest third of prices in the EU and are
below prices in several other countries that
have joined the EU since 2004. Moreover,
Romania's cigarette excise taxes are below the
World Health Organization's recommendation
that excise taxes account for 70% of retail cig-
arette prices and below the level in countries
that have taken a comprehensive approach to
reducing tobacco use. In addition, taxes on ci-
gars, smoking tobacco, and other tobacco
products are lower than cigarette taxes, creat-
ing an incentive for smokers to substitute
these products for cigarettes.

Extensive research from a large number of
countries around the world has clearly docu-
mented the inverse relationship between to-
bacco product prices and consumption.
Higher prices lead adult tobacco users to quit
or reduce the amount they consume, prevent
former users from restarting, and prevent
young people from initiating tobacco use.
New evidence presented in this report shows
that Romania is no exception, with higher cig-
arette prices associated with reduced cigarette

consumption. Estimates based on annual cig-
arette sales and prices from 1997 through
2015 indicate that a ten percent increase in
prices in 2016 would result in a 5.8% reduc-
tion in cigarette sales. This estimate is con-
sistent with the empirical evidence from most
low- and middle-income countries.

Based on this evidence, we modeled the im-
pact of increases in cigarette taxes in Roma-
nia. Raising excise taxes so that they account
for 65% of retail cigarette prices would reduce
cigarette consumption by about 18%, while
raising cigarette excise tax revenues by almost
RON 1.35 billion. At the same time, this tax
increase would lead to over 400,000 adult
smokers quitting smoking and prevent over
170,000 Romanian youth from taking up
smoking in the future. Together, these reduc-
tions would lead to over 225,000 fewer Roma-
nians dying prematurely from a disease
caused by smoking. An even larger tax in-
crease, one that raises the excise tax to 70% of
cigarette prices as recommended by the WHO,
would have a much greater positive public
health impact, while still increasing cigarette
excise tax revenues above their current level.

Recommendations

Given the evidence provided in this report, we
make the following recommendations:

(1) Implement a large increase in the ciga-
rette excise tax that significantly raises cig-
arette prices and reduces cigarette smoking
in Romania.

Cigarette taxes in Romania have increased
regularly since it joined the European Union
in 2007. The current cigarette excise tax meets
the requirements of the European Union's to-
bacco tax directive, with the tax accounting
for the minimum 60% of the weighted average
retail price of cigarettes. However, cigarette
prices are still low relative to prices in many
EU countries, as is the share of retail prices
accounted for by cigarette taxes, and taxes are
well below the level required to meet the
WHO's recommendation that cigarette excise
taxes account for 70% of retail cigarette
prices.
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An appropriate short run target would be to
raise the cigarette excise tax so that it accounts
for at least 65% of the weighted average ciga-
rette price. This would require an increase in
the current tax of about RON 3.65 per pack,
which, assuming that the tax was fully passed
on in retail prices, would raise the average
price of cigarettes by about 30%. While large,
this increase is comparable to the total price
increase over the past four years (July 2012 to
July 2016). Consistent with the current ciga-
rette excise tax structure in Romania, most of
the increase could be done by increasing the
specific component of the tax, in order to min-
imize any increase in the price gap between
premium and discount brands and reduce the
incentive for smokers to switch to cheaper
brands in response to the tax increase.

Over the next several years, Romania could
further increase the excise tax in order to reach
the WHO recommendation that cigarette ex-
cise taxes account for at least 70% of retail
prices. By encouraging adults to quit smoking
and by preventing young people from taking
up smoking, these tax increases would result
in substantial public health and economic ben-
efits in Romania, while at the same time gen-
erating significant new tax revenues.

(2) Include annual adjustments in cigarette
taxes that ensure that the affordability of
cigarettes is reduced as incomes increase.

While cigarette taxes and prices have in-
creased steadily since Romania joined the Eu-
ropean Union in 2007, so have incomes. As a
result, cigarettes are more affordable today
than they were two decades ago. One conse-
quence of this increased affordability is that
the reductions in cigarette smoking in Roma-
nia have not been as large as they would have
been had affordability remained low. In order
to prevent cigarettes from becoming more af-
fordable over time as incomes increase, Ro-
mania could implement an annual increase in
cigarette taxes based on increases in wages or
incomes, rather than only on inflation. In
2014, Australia became the first country in the
world to do this, indexing its cigarette tax to
average weekly earnings, with the tax in-
creased every six months as incomes increase.

This replaced its previous system of indexing
the tax to the consumer price index. Indexing
the tax to earnings prevents cigarettes from
becoming more affordable over time. At the
same time, Australia has implemented an ad-
ditional large annual increase in the cigarette
tax, which ensures that cigarettes become less
affordable over time. Following the approach
used in Australia of indexing cigarette taxes to
a measure of wages or income while at the
same time implementing additional large tax
increases would make Romania's approach
consistent with the recommendations con-
tained in the FCTC Article 6 guidelines, as
well as with 'best practices' in tobacco taxation
described in WHO's Technical Manual on To-
bacco Tax Administration.!4®

(3) Increase taxes on other tobacco prod-
ucts to be equivalent to cigarette taxes and
to reduce the use of these products.

Harmonizing taxes on all tobacco products re-
duces incentives to substitute from higher
taxed products to lower taxed products, max-
imizing the health and revenue impact of these
taxes. In Romania, taxes on other combustible
tobacco products, including cigars, cigarillos,
roll-your-own tobacco, and other smoking to-
bacco account for a smaller percentage of re-
tail prices than that accounted for by cigarette
taxes. While all tobacco taxes have increased
over time in Romania, the differences in taxes
on different products are almost certainly a
key factor in explaining the sharp rise in their
consumption in recent years, as some smokers
have substituted other combustible tobacco
products for cigarettes in response to an in-
crease in the relative price of cigarettes. The
same has happened in other EU countries, as
highlighted in the European Commission's re-
cent possible proposal for the revision of its
tobacco tax directive.X*® In order to minimize
the incentives for substitution among tobacco
products, Romania could increase its taxes on
cigars, cigarillos, roll-your-own tobacco, and
other smoking tobacco to account for the same
share of retail prices that cigarette taxes ac-
count for as a share of cigarette prices. This

type of tax harmonization is likely to be a part
of the next revision to the EU tobacco tax di-
rective, but implementing these increases in



58 | The Economics of Tobacco and Tobacco Taxation in Romania

Romania now is appropriate and would be ef-
fective in further reducing tobacco use and its
consequences while raising additional reve-
nues from tobacco taxes.

(4) Increase the amount of earmarked to-
bacco taxes and allocate some of the new
earmarked revenues to tobacco prevention
and cessation efforts.

Since 2006, Romania has earmarked a portion
of its tobacco tax revenues for health related
activities, including tobacco control efforts.
Between 2006 and 2013, €10 per 1000 ciga-
rettes, cigars and cigarillos, and €13 per kilo-
gram of smoking tobacco was earmarked.
Since 2014, the earmarked amount is calcu-
lated in RON and adjusted for inflation each
year. Given that a fixed amount of the tax is
earmarked, as tobacco use has declined in re-
sponse to increases in tobacco taxes, so has the
amount of revenue generated by the ear-
marked tax. In July 2006, the earmarked por-
tion of the tax accounted for about 30% of the
total excise tax. By July 2016, the share of the
total tax going to the earmark was about 10%
of the total tax. In order to restore and main-
tain earlier revenue levels, Romania could an-
nually adjust the amount of the earmarked tax
so that it is a fixed percentage, not fixed
amount, of the total tax. Restoring the ear-
marked share of the total tax to the share it ac-
counted for when first implemented would re-
sult in a significant increase in the revenues
allocated to tobacco control and other health
related activities.

Current funding for tobacco control is low; ac-
cording to the WHO, only RON 20 million
was spent on tobacco control in Romania in
2014. In addition to restoring the share of the
tax that is earmarked, allocating additional
revenues to tobacco control efforts is neces-
sary to maximize the public health impact of
increased tobacco taxes. Increased funding
for tobacco prevention and cessation pro-
grams would lead to additional reductions in
tobacco use in Romania, further reducing the
health and economic consequences of tobacco
use that will result from decreased tobacco use
due to tax increases. At the same time, ear-
marking revenues from tobacco to support

health purposes increases public support for
the tax increase. Some of the additional ear-
marked funds could be used to strengthen and
expand existing tobacco control programs.
For example, the national Stop Fumat pro-
gram that helps smokers quit could be ex-
tended to rural areas where it currently has no
reach. Similarly, funds could be allocated to
programs targeting smoking in high risk pop-
ulations, such as psychiatric patients, hospital-
ized smokers, and smokers in need of emer-
gency surgical interventions.

In addition, funds could be used to expand the
use and reach of evidence-based prevention
programs throughout Romania, such as the
ASPIRE program that has reduced smoking
among high school students in Transylvania,
or to reduce the high rates of tobacco use
among children living in Romanian foster
care.’%1%1 Some of these funds could also be
allocated to governmental and non-govern-
mental organizations to implement programs
and campaigns addressing the priorities de-
fined in the national tobacco control strategy
"2035 - First Non-Smoking Generation of Ro-
mania." At the same time, some of the addi-
tional funds could be allocated to broader
health promotion efforts that address other un-
healthy behaviors among youth and adults, in-
cluding excessive drinking, illicit drug use,
unhealthy diets, and physical inactivity that
contribute to the growing burden of non-com-
municable diseases in Romania.

(5) Strengthen tobacco tax administration,
increase enforcement, and eliminate duty-
free sales of tobacco products in order to
control tax avoidance and evasion.

Over the past few years, Romania has been ef-
fective in reducing illicit tobacco trade at the
same time as it has raised its tobacco taxes. As
aresult, tobacco use has fallen and tobacco tax
revenues have increased, while the size of the
illicit tobacco market has shrunk. Continuing
and strengthening these efforts will ensure
that further increases in tobacco taxes will
lead to continued reductions in tobacco use
and additional increases in tax revenues. Ro-
mania's future efforts to curb illicit tobacco
trade will be facilitated by the implementation
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in coming years of the tracking-and-tracing
system mandated by the EU's tobacco prod-
ucts directive.

Romania could follow other EU member
states, including Austria, France, Latvia, and
Portugal, in signing and ratifying the Illicit
Trade Protocol to the FCTC. It could begin to
implement some of the measures called for in
the Protocol, starting with the licensing of all
involved in the manufacture, import, distribu-
tion, and/or retail sale of tobacco products in
order to gain greater control over the tobacco
product supply chain. Similarly, Romania
could strengthen its existing enforcement ef-
forts by allocating additional revenues for ac-
tivities targeting cigarette smuggling. Invest-
ing in enhanced enforcement efforts would al-

Endnotes to Chapter VIII

most certainly pay for itself through the in-
creased tax revenues collected on previously
untaxed products. Severe administrative pen-
alties could be imposed on those caught en-
gaging in tax evasion, significantly increasing
the swiftness and severity of existing penalties
and making them a greater deterrent.

Finally, all taxes should be applied to tobacco
products sold in duty-free outlets in Romania
and duty-free allowances for Romanian trav-
elers could be banned, as has been done in an
increasing number of countries in recent
years. Doing so would increase the public
health impact of tobacco taxes by raising all
tobacco product prices and reducing opportu-
nities for tax avoidance and evasion, while at
the same time generating additional revenue.
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