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Effectiveness of Tobacco Taxes

Chapter 4, Conalusion 1

T A substantial body of research,

which has accumulated over many
decades and from many countries,
shows that significantly
Tha Economics increasing the excise tax and
of Tobacco and price of tobacco products is the
Tobacco Control single most consistently
o NCoLABORATION T effective tool for reducing
tobacco use.
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Global Progress on Tobacco Taxation

PROGRESS IN TOTAL TAX ON CIGARETTES =75% OF RETAIL PRICE (2008-2018)
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Economic Research Needs

\[Iz§) NATIONAL CANCER INSTITUTE
Need for local research on:

* Impact of tax/price on demand
for tobacco products

« Economic costs of tobacco use

« Economic impact of tobacco
control policies

— Macroeconomic impacts

NCI TOBACCO CONTROL
MONOGRAPH SERIES

The Economics
of Tobacco and
Tobacco Control

— lllicit trade

IN COLLABORATION WITH
WORLD HEALTH ORGANIZATION

— Distributional effects
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Bloomberg Initiative

APPLYING THE BLOOMBERG PHILANTHROPIES APPROACH TO FIGHT
GLOBAL TOBACCO USE

SPREADING SOLUTIONS

MONITORING OUTCOMES

COORDINATED PARTNERSHIPS



Primary Project Aim—

Building capacity of think tanks in selected priority
countries/regions to provide country-specific evidence
In support of tobacco tax reforms and tax increases
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Core Competencies:

Question 1: How will consumers and producers respond to tobacco tax increases?
Methods: Estimating demand elasticity using household expenditure and other
survey data; store scanner data; and/or time series data

Question 2: How will a tax increase affect the price of tobacco products and how will
this change in price affect government revenues, consumption, and health?
Methods: Modeling alternative tax structures/rates on revenues and public health
indicators

Question 3: What are the health and economic costs (both public and private) of
smoking and how can tax increases/reforms address these costs?

Methods: Quantifying economic costs (direct and indirect) from primary and
secondary data
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Question 4: How will tax increases/reforms affect the poor and other vulnerable
groups?

Methods: Measuring distributional impacts of tax increases using household
expenditure data

Question 5: How will tobacco taxes affect employment and economic growth?
Methods: Estimating macroeconomic impacts of tobacco taxes through the supply
chain through quasi-experimental designs, Input-Output, Computable General
Equilibrium, and other models

Question 6: To what extent do tobacco taxes lead to tax avoidance and evasion
and what can be done to prevent it?

Methods: Quantifying the extent of cross-border shopping in tax evaluation
models; quantifying levels of illicit trade and production under-reporting; measuring
trends, geographical areas of leakage, etc.
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Tobacconomics
partner countries

. Current Partners

. Former Partners
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Southeastern Europe

Partners:

Serbia (Lead): Institute of Economic
Sciences (IES)

Albania: Development Solutions Associates
(DSA)

Bosnia and Herzegovina: University of
Banja Luka

Croatia: University of Split
Kosovo: Democracy Plus

Montenegro: Institute of Socio-Economic
Analysis (ISEA)

North Macedonia: Analytica
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Low
Middle
High

Low

Middle

High

ALB
-1.198
0.00
-0.709
1.728
1141
0.517

B&H
-1.411
-0.929
-0.708
0.901
0.782
0.735

Southeastern Europe

Table 9.6: Elasticities in six SEE countries by income group

KSV
-0.532
-0.630

0.00
0.668
0.894
0.619

MNE
-1.300
-1.009
-0.617

0.514
0.522

0.607

NMK
-0.446
-0.888
-0.278

1.245

1124
0.583

SRB

1076 |

-0.631

0220 |

1.363
1.267
0.740

Table 9.7: Impact of tax and price increase on consumption (by income group and total)

Low
Middle
High
Total

price increase;

ALB!
-27.1%
-4.8%
-16.4%
-15.0%

B&H*
-22.1%
-14.0%
-10.3%
-14.6%

Ksv*
-16.3%
-18.4%

1.7%
-11.1%

MNE*
-8.7%
-8.3%
-5.8%
-1.5%

*B&H and North Macedonia simulate impact of a 25 percent excise tax increase;

* Simulation for Montenegro includes both changes in specific and ad valorem excise, resulting in 15.8 percent

| increase in price

NMK?
-11.6%
-17.3%

2.4%

-8.1%

SRB*
-21.6%

118% |

-4.0%

-11.0%
* Albania, Kosovo, and Serbia simulate the impact of an excise tax increase which would result in a 25 percent |

Table 9.8: Impact of tax and price increase on government revenues (by income group and

ALB* B&H*
Low 11% -6.4%
Middle 32.1% 33%
High 15.9% 7.7%
Total 17.9% 2.5%

| *Albania, K , and Serbia simulk

total)
Ksv*

18.9%
15.9%
44.4%
26.2%

the impact of an excise tax increase which would result in a 25 percent |
price increase; * B&H and North Macedonia simulate impact of a 25 excise tax increase; * Simulation for Monte-

MNE*
9.9%

10.5%
13.5%
11.3%

NMK?
8.4%
13%

25.5%

12.6%

SRB*
3.5%

16.3%

26.7%
17.4%

negro includes both changes in specific and ad valorem excise, resulting in 15.8 percent increase in price

Key Research Findings:

First estimates of price elasticity of cigarette
demand in the region, using time-series and
household expenditure data

An excise tax increase would result in a
decrease in cigarette consumption across all
countries

Low-income groups would have the most
intensive response to a large tax and price
increase on tobacco products

An excise tax increase would result in
increased government revenue from tobacco
taxation across all countries
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Southeastern Europe

N\ 4
\ 4 .
\ 7 tobaccotaxation

INSTITUTE
OF ECONOMIC
SCIENCES

958
COGNOSCERE EST MUTARE

dISEA

~ DEVELOPMENT
SOLUTIONS
ASSOCIATES

analyticg

2

""""

DEMOCRACY

New Research:

— Regional survey on tobacco use,
representative by country

— Regional analysis of price
elasticity of demand

— Country-specific estimates of
size of illicit cigarette market

— Econometric analysis of
determinants of illicit cigarette
use
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Social Policy and Development Centre -
Pakistan

Key Research Findings:

Quantifying the —— * Reductions in tobacco use resulting from
Cigarette Induaty m pakistan | effective tobacco control policies would lead to
a net increase in employment in Pakistan

| =i ‘A\v;;‘

« Pakistan’s tobacco industry underreported
cigarette production by 47% and 27% in fiscal
years 2016-17 and 2017-18, respectively

* Revenue lost due to underreporting including
GST is Rs 37 billion

. Revenue lost due to the three-tiered structure
was Rs 42.5 billion in the fiscal year 2017-18
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Social Policy and Development Centre -
Pakistan

New Research:

* More comprehensive assessment of
macroeconomic impacts of tobacco

taxation and tobacco control
« Crowding out analysis of tobacco’s

impact on household spending

« Survey to assess impact of past tax
reforms, including re-introduction of and
subsequent elimination of low-tax third
tier
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Pakistan Institute of Development
Economics - Pakistan

Key Research Findings:

TAXES IN PAKISTAN . Tobacco QU

SoBhCRERE : T | Usein h Price elasticity of demand for cigarettes
' e T in Pakistan is -1.07, a 10% increase in

the price will decrease demand by an
estimated 10.7%

ECONOMICS OF
TOBACCO TAXATION
AND CONSUMPTION

IN PAKISTAN

“““““ * Increase in price of PKR 40.95 would
reduce the number of adult smokers by
2.4 million, reduce premature deaths by

800,000, discourage 120,000 young
smokers

The total reduction of smokers from

proposed reform is 2.6 million people
with an additional PKR 13 billion in
revenue

iii iEiiu
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Pakistan Institute of Development
Economics - Pakistan

New Research:

« Original data collection to estimate
direct and indirect economic costs
of tobacco use in Pakistan

» Estimation of extent of switching
between tobacco products in
response to changes in relative
prices

Islamabad
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Development and Research Policies

Center - Vietnam

Key Research Findings:

*  31% of annual per capita GDP was needed

to purchase 100 packs in 1994 vs. 5.2% in
2017; real cigarette prices fell 40% between
1994 and 2007

« lllicit cigarettes accounted for 13.7% of total

cigarette consumption in 2017, which is

consistently lower than the estimate of

20.7% from a previous study conducted in
2012 using the same methodology which
showed a decline in illicit trade despite
tobacco tax increases during the five
preceding years
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Institute of Public Policy Management -
Vietnam

Key Research Findings:

* The tax increase in Vietnam in 2016 on
cigarettes from 65% to 70% of wholesale
prices did not lead to a net increase in illicit
cigarettes trade

« Government has the opportunity to raise taxes
on cigarettes to reduce prevalence
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Development and Research Policies
Center - Vietnam

Development and
Policies Research
Center

better informed, better decisions

New Research :

» Discrete choice experiment to assess the impact of new specific
cigarette tax on smoking behavior and brand choice

* Qualitative examination of tobacco production in Vietham and supply-
side impacts of potential privatization of cigarette production
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BRAC Institute of Governance and
Development - Bangladesh

POLICY BRIEF

Key Research Findings:

+ Demand for cigarettes and biris in
Bangladesh is highly responsive to price,
while demand for smokeless tobacco is less
price sensitive

« Tobacco tax increases would improve public
TOBAGCS TAXATION IN BANGLADESH health while raising government revenues

* Adoption of a uniform specific tax and
reducing the number of cigarette tiers would
generate more stable and predictable
revenues and would be easier to administer

nnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnn
‘‘‘‘‘‘‘‘‘‘‘
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Ark Foundation- Bangladesh

New Research:

« Estimate price elasticity of
ar OU a nn demand for tobacco products
advancement through research and knowledge using GATS data

« Estimate consumer behavioral

responses to specific taxes on

tobacco through a discrete
choice experiment
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Perkumpalan Prakarsa (The Welfare
Initiative for Better Societies) - Indonesia

Key Research Findings:

 The volume of illicit trade

THE ILLICIT

S NDOESe 11 cigarettes in Indonesia is less than

2%

* Indonesian households on
average spend three to five times
more on cigarettes than they
spend on education

« If prices of cigarettes were
doubled, up to 32% of smokers
would try to quit
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Center for Indonesia’s Strategic
Development Initiatives - Indonesia

New Research:

c Dl » Estimate the economic costs of

Do STAKTIENO smoking in Indonesia
DEVELOPMENT INITIATIVES

Examine macroeconomic impacts of
tobacco excise tax increases
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The South American Network on Applied

Economics/Red Mercosur Network

ED ETTEEcy 20 B 20RED mEEEL,

Partners:

-Argentina: Instituto Torcuato Di Tella (ITDT)
| ]| —— -Argentina: Universidad Nacional de San
— - Martin (UNSAM)

i = -Brazil: Fundacao Centro de Estudos do
Comeércio Exterior (FUNCEX)
-Ecuador: Pontificia Universidad
Catolica del Ecuador (PUCE)
-México: Ethos

-México: Centro de Investigacion en
Alimentacion y Desarrollo (CIAD)

-Peru: Instituto de Estudios Peruanos (IEP)
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The South American Network on Applied
Economics/Red Mercosur Network

Adult Smoking Prevalence and Price Key Research Findings:
Brazil, 2006-2016, inflation adjusted

« Higher cigarette taxes and prices lead to
significant reductions in smoking across
the region

16.0

295.0
15.0

14.0 245.0

* Controlling the supply chain for inputs
into cigarette production important for
controlling illicit tobacco in Brazil

13.0
195.0

index fixed base 2006 = 100

% of total survey

12.0

145.0

 Earmarked tobacco tax (FET) revenues
for tobacco growing in Argentina largely
subsidize tobacco leaf exporting

10.0 95.0
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

e % adults (= 18 years) Price Index (CPI) - tobacco

Source: Ribeiro and Pinto, 2019
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Centro de Estudios Distributivos, Laborales y
Sociales - Argentina

New Research:

« Conduct an extended cost-benefit analysis of
tobacco tax increases

— Increasing tobacco prices would have a progressive
effect and lower-income groups would benefit the

most
C E D L A S — When prices increase by 20%, average net income

increases by about 4% for lower-income groups dues
to avoided medical expenses and higher productivity
and income

 Examine macroeconomic impacts of tobacco
excise tax increases
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Universidade Catolica de Brasilia - Brazil

New Research:

« Conduct an extended cost-benefit analysis
on tobacco excise tax increases

— Increasing tobacco prices would have a
progressive effect and lower-income groups

) {/ Universidade would benefit the most
s Qe sy — When prices increase by 10%, average net
)) KK Cat()llca de Brasi Ila income increases by 4.24% and 5.13 % for

low- and middle-income groups respectively

« Simulate impacts of tobacco excise tax
increases and propose the best tax rate for a
proposed consolidation of tobacco excises
into a centralized VAT
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Centro de Investigacion Economicay
Presupuestaria - México

New Research:

\///

N

p— « Conduct an extended cost-benefit analysis of
7 =1e

tobacco excise tax increases

- — Increasing tobacco prices would have a progressive effect
Net effect: total distributional impacts . .
By income group and lower-income groups would benefit the most

‘ — Updating the tax for inflation increases net income by 0.6%
for lower-income group

— Increasing tax to reach the 75% total tax to retail price share,
income increases by 4% for lower-income group due to
avoided medical expenses and higher productivity

3

2
2

O sonomis sosteraxinmonsoese [ Somr 7% s oo « Create a “Fiscal Simulator” to evaluate the effects
of changes in tobacco taxation on the Mexican

I budget.
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Centro de Investigacion

en Alimentacion y Desarrollo A.C. - México
New Research:

« Conduct tax-benefit microsimulation model (based on
o EUROMOD) to simulate alternative tax scenarios

— Tax increases have a higher impact in reducing
C |AD consumption and increasing revenue collection. CIAD’s
results are consistent with CIEP’s results.

— If tobacco excise revenue is earmarked for poverty
Table 2. Effect on food poverty: tobacco tax

reform of 1.35 pesos per cigarette. reduction, it would have a large impact.
SCENARIO HOUSEHOLDS POVERTY
QUANTITY %
No transfer 5,015,133 14.9 40.1% . ..
Transfer 300540 89 « Examine the macroeconomic impacts of tobacco
on LATMOD and CONBVALINS, 1o excise tax increases
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Institute of Peruvian Studies - Peru

New Research:

*
IEP * Conduct extended cost-benefit analysis

INSTITUTO DE i i
ESTUDIOS on tobacco excise tax increases

R | PERUANQOS — Initial findings suggest that increasing
tobacco product prices by 10% would
increase net income by 2.26% of the
lower-income group due to avoided
medical expenses and higher productivity
and income
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Centro de Analisis y Difusion de la
Economia Paraguaya - Paraguay

New Research:

Centro de Andlisis y Difusion

C a de la Economia Paraguaya « Analyze the supply chain of tobacco
products in Paraguay and its impacts on
other countries, especially Brazil

I

» Estimate price and income elasticities of
the demand for tobacco products in
Paraguay
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Tobacco Control Supplement (forthcoming)
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The Economics of Tobacco Taxation

in Low- and Middle-Income

New Evidence from Tobacconomics

jll tobacconomics

Papers:

Think Tank Capacity Building for Economic Analysis on Tobacco:
Experiences and Lessons Learned (Tobacconomics)
Macroeconomic Impacts of Cigarette Consumption in Pakistan
(SPDC)*

Impact of Recent Tobacco Tax Reforms in Argentina (ITDT)
Tobacco Price Elasticity in Bosnia and Herzegovina: Micro Data
Analysis (UBL)

Discrepancies in the Brazilian Tobacco Production Chain: Raw
Inputs, International Trade and Legal Cigarette Production
(FUNCEX)

Accelerating Progress on Effective Tobacco Tax Policies in
Montenegro (ISEA)

Estimating the Price Elasticity for Cigarette and Chewing Tobacco:
Evidence from Micro-Level Data in Pakistan (PIDE)

Tobacco Price Elasticity in Serbia: Evidence from a Middle-Income
Country with High Prevalence and Low Tobacco Prices (IES)
Crowding-Out Effect of Tobacco Expenditure in Vietham
(DEPOCEN)

*Denotes papers that are still pending a final decision
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Summary of the Key Research Findings

Price elasticity of demand for cigarettes ranged from -0.441 (Argentina) to -1.07 (Pakistan) meaning that a 10%
increase in prices would reduce consumption between 4.41% to 10.7%

—  With the exception of Mexico, lower-income populations are more sensitive to price increases relative to higher-
income groups
. Tax increases are progressive: Higher-income groups would bear more of the increased tax burden than lower-
income groups
. Increasing excise taxes on tobacco products would increase government revenues
. Tobacco industry’s contribution to economies is small
. Economic costs from smoking are significant
. Estimates of illicit trade cigarettes lower than estimates for previous years in Indonesia and Vietnam
— Increasing excise taxes on tobacco products did not increase illicit trade
— In Pakistan, researchers found that in 2016-17, the tobacco industry underreported cigarette production by up
to 47%
. Policy Recommendations:

— Increase taxes according to WHQO’s recommendation that tobacco excise taxes comprise at 70% of the final
retail price

— Reduce the number of tax tiers
— Earmark revenues to finance healthcare and tobacco control programs
=. — Investin track and trace mechanisms

i 34



Second Project Aim—

Develop/disseminate resources on tobacco
taxation to build knowledge and support for
tobacco tax policy
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Policy Briefs

tobaceconomics

Econemic Research Informing Tolracce Control Policy Policy Brief | October 2018

Tobacco Taxes & Government Revenues

Increasing Tobacco Taxes Significantly Will Increase Revenues

Introduction Impact of Tobacco Taxes on

Consumption & Revenues

I

tobacconomics

Franamic Rasawrch intan

Tobasen Cantrol Paley

Khuyé

Tang thué sudt thudc I3 &
d0: cling can cdi cach co cdu thué thubc 13

i chinh sheh | Thing 8. 2018

Viéet Nam la chua

" tobacconomics

canarwi= Ressarsh Infarming Tasases Cartrel Py

‘Tobacco useis the leading cause of preventable
deaths

deaths &3
achieved)

tobacconomics

Econamic Research Informing Tebacco Control Policy

Policy Brief | October 2018

Tobacco Control Policies

and Employment

Introduction

Tobaceo comparies commonly argue that
because th

Trends in Tobacco Employment
Clnsslﬁmunn of Tobacco Emplwymml

ereating jobs, tobaces control policies, such as
inereasing tobacco taxes, would significantly
‘hurt overall emplayment and the economy.
However, the the

en.het dlrec'ly partially, or lnduect]y K-laled to
‘the tobacco sector. Jobs directly related to
tobacco refer to those in tobaeco farming and

opposite. Tobaceo e policies dolead toa
decline in tobaceo consumption and that may
eventually cause a small number of jobs tobe
Tost in the tobacco sector. However, the money
saved by consumers from not using tobacco
products s then spent on goods and services
produced in other sactors, resuling i jb gains
in those sectors of the econc;

‘Those that related
totobaceo are jobs in wholesale and retail
sarvices. Indirectly related jobs o tobaeco-

in other sectors of the economy
‘multiplier affect of spending the incom:
injobs directly linked to tobacco on ofher goods
and services. Partially and indireetly related jobs

services or

are created by notjust the tobaceo
new tevenues from tax increases industry.
typically on labor intensive activities, such as
ces or b Jobs
Limited to a Few Countries

Moreover, employment in the tobacco sector has
‘een declining regardless of tobacco eontrol
policies. These declines are driven by the tohacco
industry’s strategies to use cost-

intensive technologies, consolidation uf
production and privatization.

‘This policy brief discusses the impact of tobacco

control policies o employment, based an trends
‘mainls

based onthe US. NC[ and WHO 2016
Monograph, “The Economics of Tobaceo and
‘Tobaceo Control”s

Tobacconomics Poliey Brief | wiuu tohaceonor

In 2000, 65 percent of worldwide tobacco
‘growing was concentrated in only 5 countries,
and by 2016, that share has reached 71 pereent
(Figure 1). In its 2014 report, the International
Labor Organization (ILO) estimated a significant
decline in employment in most major tobacco-
growing countries during the past couple
decades = The share of tobaceo farming
employment in total employment declined for
‘most countries except for India and Zimbabwe
(Figure 2). Similarly, more than 8o percent of
worldwide tobacco manufacturing jobs were

Policy lirief | Augist 2018

Tobacco Taxation Can Reduce Tobacco
Consumption and Help Achieve
Sustainable Development Goals

Introduction

Asubstantial body of research shows that
significantly increasing the taxes and prices of
tobaomn products is the single most effective way
1o reduce tobacen use and its devastating health
cnmsequences A tax increase tit raises prices
oy ik e e o on

ige by 5% i low and

tobaceo use on sustainable development. The
United Nations (UN) 2030 Agenda for

i has set 17
Development Goals (SDGs) and 165 rebed
targets. One af thase targets foruses secifically
on tobacen, and urges “strengthened
implementation of the Framework Conventian
o Tobaceo Cantrol (FCTC)." The FCTC is an

counzies (LMICs)."

Tahaceo alsa poses a threat to development,
especially in the LMICs that have the highest
rates of tobaeca use. The global economic costs
from smoking dus to medical expenses and lost
productivity in 202 alone toaled over $1.4
trillion dallars®

Besicies the prowing recogriition of the obvious
harmful effects of tohaces on health and
healtheare, ther isa noticeable international
movement recognizing the harmiul effects of

the World Health Organization (WHO). Tt
focuses on reducing the demand and supply of
tobaceo products. T order to finance the SDGs,
the Addis Ababa Action Agenda of the Thind
International Conference on Financing for
Developement noted that “price and tax measures
on tobacen can be an effective and important
means to reduce tohacen consumption and

ol represent a
fir nancing for development in many
coustries”,

Raising tobacco excise tax by 1 International Dollar (about US$ 0.80)
would:

in all countries
141 66
US4 Billion Mikion
gty a——— ‘ublic health fesht———
" gdally
USH 141 billiom e emakers.
Pa—

Tobucoenorics Policy Brtef | s soboznmmizary | @
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Economic Research Informing Tobacco Control Bollcy

Informe Sobre Politicas Péblicas | Abril 2019

Costos economicos del consumo
de tabaco

Introduccién
Elnnmunm de tabaeo causb més de siete

de muertes a nivel mundial

consumo de tabaco, especialmente en los PIMB,
Los niveles actuales de los impuestos al tabaco
no alcanzan a cubrir el verdadero costo del

2015

(alrededor de cinco millones de hombres y dos

de abaco para s cconomias
s o la coascariaia los P L

tobacconomics

Econemic Research Informing Tebacee Control Policy

Policy Brief | October 2019

Large Tax Increases Are the Most Effective
Policy for Reducing Tobacco Use

Introduction

Excise taves are widely considered a key policy
tool in reducing tobacco use. 3+ Many studies
from across the world show that tax increases
reduce overall tobacco use, lead cumrent users to
quit, prevent youth from taking up tobatco, and
reduce health and economic consequences.
Because increased excise taxes increase the price
of obacco products, that makes them less
affordabie; with income and other factors
remaining constant, purchasing the same
amount of tobacco products requires more
money, and thus an increase in the price leads
a drop in tobacco use.

These findings have led tothe

Impact of Taxes on Tobacco
Consumption

Tobaceo is the leading cause of preventable
death in the world, killing approximately eight
million people annually.

Tt is widely recognized that the most effective
‘policy ool in reducing tobaceouse is exeise

tax. #3545 The link between tobacco taxes and
tobaceo use is grounded in the idea that price is
one of the key determinants of tobacco use. Tax
increases Jead to an inerease in the retail priee of
cigarettes (other factors remaining equal), which
subsequently reduces consumption. A large body
of literature has examined the impact of prices on

for higher tobaceo taxes as a core policy
provision by the World Health Organization
Framework Convention on Tobacco Control
(WHO FCTC).*Tobaceo taxesand tax increases
o lobacco products, however, are low in many
countries, particularly in low- and middle-
fncomme coustries (LMICS). Moreover, many
LMICs b

in Lbepatmdaﬂar]s,and'.be increased
purchasing power of users has kept cigarettes
affordable, despite the tax-induced increase in
prices."* Increased affordability of cigarettes
contributes to increases in consumption,

This brief recommends that large’ increases in
taxes that reduce the affordability of tobacco
products are required to have a significant
impact on tobaceo use. A large’tax increase
implies a change that translates into a significant
price increase, at the very least, larger than the
sum of inflation and per capita income growth.

Tohaceonomics Policy Brief | sy robeonomicsony |

b 25 Evidence indicates that increases in
taxes, which are passed on to consumers through
‘price increases, have been found to reduce
smoking prevalence as well as the initiation of
smoking, and as a result, have decreased tobacco-
related morbidity and mortality

Though progress has been made in recent years,
exeise taxes are low in many countries,
‘partieularly in LMICs. WHO recommends raising
exeise taxes W account for at least 70% of the retail
‘price of a tobacco product as a best practice.”
‘However, reaching this target will require
‘substantial tax increases in most countries.
Aswording 1o WHO's Global Report on Tobaceo
Epidemic,as of 2018, approximately 178 countries
levy some form of exeise tax on cigarettes. Only
w0 LMICs (Argentina and Egypt) levy cigarette
exeise taxes that represent 70% of the retil price
of the most sold brand." Excise tax in most LMICs
aceounts for less than 50% share of the price of a
‘pack of the most sold brand of cigarettes, and nine
TMICs do not levy any excise tax. "

www.tobacconomics.org | O @tobacconomics
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Introduction

Thempely s dsmand afrboes producs o
linked at the global

Policy Brief | September 2019

‘Why Tobacco Control Doesn’t Hurt Farmers:

Decoupling Domestic Cigarette Consumption from Leaf Production

In the past two decades, the location of
tobaceo farming has shifted from high-income.
‘countries (HICS) to low- and middle income

control polices mmmm, have 0o impact on
domesticleaf production. Although the tobacco

Asof 2016,

o the world's tobacco leaf is grown in LMICs,

with China, the largest producer, accounting for
leaf

policies toreduce tobacco use will reate @
“livelihood erisis” among tobaceo farmers by
reducing demand for tobaceo leaf and driving
down tobaccoleaf prices, the evidence

this

productiors.

Inmost countries, tobaceo leafisproduced for
bl maciete Th shit inlacationof ming
1Cs toa fe

‘summarized i this policy
argument is false.

Tobacco farming isa part ofa large and.

gobaliaton.s and trade liberal iation*. Lower.
latory environments
mean pmdmmn s cheaperin IMICs

allows prod uction activities t be distributed
between different enterprises and geographically
dispersed tolocations that best suit their
requirements. The global tobacco supplychain

eelative to HICs,

oriented production activties, such as tobaceo
farming. Brazil, Malaw, India, China, and the
U5, some of the largest producing countries, are
the top five exporters of tobaceo leaf. Four of the
s :

comporations anda large state-owned monopoly in
China that perform the manufacturing, marketing,
‘branding, and coordination functions of the
chain’, Fammers fo thetobaceo

ive largest - Russian
Federation, Germany, Belgium, and the U.S. —
are HICs, China being the only IMIC among the
p i mparirs I 2oug, the oy wn st

leaf, mosty LMIC in Afriea,

unmanufactured tobaceo or “tobaceoleaf™

of the global
‘productions. The only HIC in this group is Taly.
Tn th d

Tndia, Bracil, United States, Indonesia,
Zimbabwe, Zambia, Pakistan, Tanzania, and
Argentina~—produce approximately 80% of global
tobaceoleaf’

Tobacconemic Policy Brief |

ol
‘productions. Nearly al net importers are HICs,
with Indonesia asa notable exception.
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Reforms and Increases

One ofthe most effective and cost effeetive measures to reduce
tobacco use s the use of price and tax mezsures to reduuce:
densand.' Higher taxes tht lead o higher tobacea product
prices have becn proven Lo improve public health, incrcase

nd reduce thy

‘assceiated with tobaceo use.”
A primary

Policy Brief | October 2019

Illicit Trade in Tobacco Products
Need Not Hinder Tobacco Tax Policy

What is

it Trade?

The WHO FCTC defines licit
trade as “any practice of conduct
~prohibited by law and which

febr It mrcese i obacotcs wil el i Mk e

five key angurments egarding lci rade:

INSTITUTE FOR !
MEALTH RESEARCH
AND POLICY

The tobaceo industry uses illcit trade to argue
against tax increases, arguing that increases in
tobacco taxes will lead to increases in illicit
trade, which, in turn, will undermine public
health and fiscal policy objectives.

industry publicy expresses concern about the
impct licit trade has on the amunt,stabilty, and
P

shipment,
recaipt, possassion, distbuton,
salo or purchase, inclucing any
prociice or conduct nionded o
facittate such actviy” llegal
methods of drzumventing taxes.
are callodtax ovasion, as they
intend o evade paying allor
some tobacco taxes. These
include smuggling, countereit
digarettos, it whita sgaraties,
and unbranded tobaceo Tax
avoidanc, on the aher hand,
oceurs teough legal

et

“optimal” excise tax rates and structures. Howeser, wmmon

industry tacts inclode (but are not limited to):

+ Particpating inLarge-sesle i evasion by orehestrating
cigarette smugling into s wuntry to pressure govermmen s
into lower tobaceo axes

- Supplying intemational brand s va ilegal channels as a
market entrystrategy

- Citing the presence of llegal tobacco to demand less

policies

tax increases

- Establihing credble front groups 1 give the rmpression of
Sdespread

- Malking deals with govemments to conteol ilicittrade

www.tobacconomics.org | O @tobacconomics
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may often only
be available as a resultof poor
polcy and or administration
These include cross-border
shopping, forestaling, and
manipulation of product
atirbutes.Itis impottantto
rocognize that whilo there i a
distinction between tax evasion
and taxavoldance, they are.

and both undermine pubic
hoalth and fiscal poliey
objectives.




Tobacconomics Toolkits

* Practical Toolkits on Economic Analysis

=1 tobacconomics
BRIl Economic Research Informing Tobacco Control Policy

* Using Household Expenditure Surveys A Toolkit on
for Research in the Economics of Using Household
Tobacco Control Expenditure Surveys
) . . for Research in
» Methods for Measuring lllicit Trade the Economics

of Tobacco Control

» Equity Impact of Tobacco Taxes™

» Evaluating the Effects of Tobacco Tax
Increases™

« Modeling the Potential Revenue and
Public Health Impacts of Tobacco Tax
Increases™

*Forthcoming
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Third Project Aim—

Strategic engagement with policy makers and tobacco control
community to build technical capacity for tobacco tax policy

UN/ECLAC Annual Fiscal Conference (Santiago, Chile, March 2018 & 2019)
NCI/CTFK/UIC Economics of Tobacco Control Workshop (Warsaw, Poland, May 2018)
Vietnam Economists Annual Meeting (Hanoi, Vietham, June 2018 & 2019)

APACT (Bali, Indonesia, September 2018)

IMF/WB Annual Meetings (Bali, Indonesia, October 2018)

LACEA (Guayaquil, Ecuador, November 2018)

Pakistan Society of Development Economists Annual General Meeting (December 2018)
ENSP (Bucharest, Romania, March 2019)

ECTOH (Berlin, Germany, February 2020)

International Economics Association (Bali, Indonesia, July 2020)

www.tobacconomics.org | O @tobacconomics




Future Plans

Creating a new “Institute on Fiscal Policy for Health and Development”
at the University of lllinois at Chicago

— Expand geographic scope

— Extend to fiscal policy and other health behaviors and their
consequences, including alcohol consumption, cannabis use, diet, and

physical activity

— Develop new research agenda around fiscal policy and other challenges
to health and development

* e.g. use of carbon taxes to address climate change

i www.tobacconomics.org | O @tobacconomics
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