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About the toolkit

This document has been created as an inte-
gral component and one of the main deliv-
erables of “TobTaxy – Making Tobacco Tax 
Trendy” 1,  a European Union funded capacity 
building project which ran from 2010-2012. 
The Project was organised to train the public 
health and tobacco control community in the 
intricacies of tobacco taxation and illicit trade 
at national and European level. 

Initially, from September 2010 - June 2012, the 
Toolkit was developed in a draft format dur-
ing the main operating phase of the TobTaxy 
project. It was used as a training document 
during five capacity building workshops in 
Paris, Iasi, Vilnius, Dublin and Prague and 
complemented capacity building activities 
which resulted in the training of over 90 
public health professionals, economists and 
members of governmental ministries. 

This Toolkit has been optimised by world re-
nowned health economists, tobacco control 
experts and TobTaxy workshop participants 
to be used as a reference guide for tobacco 
taxation and illicit trade issues.

Purpose of the toolkit

The purpose of the toolkit is set firmly within 
the context of the overall TobTaxy Project 
goal: to provide the public health community with 
the necessary skills and knowledge to advocate for 
an increase of tobacco taxation at national level in 
Europe. In this toolkit, you will learn about the 
following:

•  What makes up the price of tobacco prod-
ucts and methods to estimate tax as a share 
of price;

•  How price increases impact on the use of 
tobacco products;

•  How prices can be increased by means of 
taxation; 

•  How the tobacco industry manipulates prices;
•  Different tobacco tax structures and their ef-

fects and relationship to tobacco tax revenue;
•  The types, causes and effects of illicit tobac-

co trade and how they may be countered;
•  How changes in tobacco taxes/prices impact 

on the prevalence of use and the consump-
tion of tobacco products, deaths and disease 
for smoking and other national costs

•  Increased understanding of the Healthy Life 
Years Indicator.

Data in the Toolkit

It is important to note that the data included 
in this toolkit covers the period up to and dur-
ing 2011, and in some instances is updated to 
April 2012. The contents address both the ba-
sics of tobacco taxation and country relevant 
data / challenges facing European countries.  

This document has been translated into 
a majority of European languages, and is 
relevant to all target countries identified in 
the TobTaxy project. All toolkits can be found 
on the Smoke Free Partnership website from 
summer 2012 –  
www.smokefreepartnership.eu

1   
>> For more information on 

TobTaxy, please access  
www.smokefreepartnership.eu

http://www.smokefreepartnership.eu/-TobTaxy-
http://www.smokefreepartnership.eu/-TobTaxy-
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Healthy_life_years_statistics
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Healthy_life_years_statistics
http://www.smokefreepartnership.eu
http://www.smokefreepartnership.eu
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Taxation is the single most effective and cost-efficient intervention to 
reduce tobacco consumption, especially amongst younger genera-
tions and low income groups. This policy has long been endorsed by 
the World Health Organization 2 and the World Bank.3  The Frame-
work Convention for Tobacco Control4 also emphasises taxation as a 
major part of a comprehensive tobacco reduction policy. 

When properly administered, the essence of taxation’s effectiveness 
lies in its ability to increase the price of tobacco products - which di-
rectly decreases tobacco’s affordability to the population at large and, 
particularly, groups with lesser purchasing power. For those on lower 
incomes and for younger generations, who are more likely to smoke 
or start smoking; making tobacco less affordable decreases its access 
and attractiveness. The decrease in demand for tobacco is highlighted 
by increased cessation rates by current smokers 5 and reduced tobacco 
uptake rates by potential users. 

Young people are particularly sensitive to price rises and may reduce 
their smoking at two to three times the rate of older people. For 
instance, in 2002, the New York City tobacco control program, put in 
place by Mayor Bloomberg, included raising tobacco taxation. In the 
ten years prior to the programme being implemented, there was no 
decrease in smoking rates. After the control programme, teenagers’ 
smoking decreased from 17.6% in 2001 to 8.5% in 2007, a level nearly 
two-thirds lower than the US national teen average in 2007. 6

Taxation: a Public Health Tool?

2  
WHO Tobacco Free Initiative. Building blocks for tobacco control: a 
handbook. Geneva, World Health Organization, 2004. www.who.int/
tobacco/resources/publications/tobaccocontrol_handbook/en/ 

3  
Jha P Chaloupka F. Curbing the epidemic: governments and 
the economics of tobacco control. Washington, DC: World 
Bank, 1999. http://siteresources.worldbank.org/INTPH/
Resources/376086-1238076532997/TobaccoControl2010Nov15.pdf 

4 
http://www.who.int/fctc/text_download/en/index.html

5  
Hu T-W, Sung H-Y, Keeler TE. Reducing cigarette consumption in 
California: tobacco taxes vs. an antismoking media campaign. Am J 
Public Health 1995b;85(9):1218-22

6  
Cigarette Use Among High School Students --- United States, 1991-
2009. Morbidity and Mortality Weekly Report, Jul 9, 2010/59 (26): 
797-801

The Ministry of Finance’s view of taxation?

http://www.who.int
http://www.worldbank.org
http://www.who.int/fctc/
http://www.who.int/fctc/
www.who.int/tobacco/resources/publications/tobaccocontrol_handbook/en/
www.who.int/tobacco/resources/publications/tobaccocontrol_handbook/en/
http://siteresources.worldbank.org/INTPH/Resources/376086-1238076532997/TobaccoControl2010Nov15.pdf
http://siteresources.worldbank.org/INTPH/Resources/376086-1238076532997/TobaccoControl2010Nov15.pdf
http://www.who.int/fctc/text_download/en/index.html  
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Why is evidence not translating into policy change?

The realities of modern governmental mechanisms result in less-than-
ideal taxation levels to curb tobacco use. Why? One of many important 
reasons is that whilst national Health Ministries might understand 
the positive benefits of taxation, taxation levels themselves are usually 
controlled by governmental Ministries of Finance. Unfortunately, there 
may be little or no communication between the Health and Finance 
Ministries, resulting in the Ministries of Finance having little under-
standing of the implications of taxation on health, or even on govern-
ment revenue. 

Furthermore, Ministries of Finance usually treat tobacco either as a 
revenue generating resource and an ordinary consumable commodity, 
without perhaps fully appreciating or understanding the full social and 
economic costs of smoking, or how important taxation can be in curb-
ing smoking levels. Financial ministries also often have close relation-
ships with tobacco companies, and are lobbied strongly against raising 
tobacco taxes.

How can the public health community help?

The public health community needs to engage by:

1 /  Understanding the policy process related to tobacco taxation (who 
decides what, when and how)

2 /  Increasing public understanding of the value, the role, structure and 
effects of tobacco taxation

3 /  Lobbying for effective tobacco tax increases for the benefit of public 
health and government revenue

4 / Lobbying for a similar level of taxation for all tobacco products
5 /  Building bridges between champions in Health Ministries and their 

colleagues in tax agencies
6 /    Engaging with Ministries of Finance directly
7 / Finding Members of Parliament interested in tobacco taxation
8 /  Ensuring that Members of Parliament engage with the Ministry of 

Finance and ask them questions regarding tobacco taxation 

Unfortunately, public health advocates are often unable to effectively 
inform and lobby governments due to their own lack of knowledge 
regarding taxation. Taxation is a complex competence area and is per-
ceived as difficult to learn.  Due to these reasons, public health advo-
cates can find it difficult to:

• Argue for positive taxation policies 
• Form coherent strategies to increase taxation
•  Effectively rebut arguments that focus either on decreasing taxation 

or simply maintaining tax rises in line with inflation

In response to these challenges, it is very important for the public 
health sector to respond positively in order to counter the tobacco 
industry, which has invested significantly in developing relationships 
with finance and tax officials. The tobacco industry 7 argues incorrectly, 
yet persuasively, that taxation is an inappropriate or ineffective way to 
reduce tobacco smoking and that raising taxes will increase the illicit 
trade of tobacco. 8

7  
The tobacco industry here is 
defined as all organisations 
that are funded and/or 
representing the interests of the 
tobacco industry. 

8  
For a clear example of this, 
please see a reaction to the 2012 
UK budget in the Guardian 
newspaper  

>> See More

http://www.guardian.co.uk/uk/2012/mar/21/budget-2012-hits-smokers-37p 
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Ad Valorem taxes 
These are based on the value of tobacco products (i.e. 
a set percentage of the manufacturer’s prices or retail 
prices).

Contraband Tobacco 
Contraband tobacco means tobacco products that 
have been imported into, distributed in, or sold in, 
the territory of a member state, in violation of the ap-
plicable tax, duty or other fiscal laws of that member 
state or the EU.

Counterfeit tobacco
Counterfeit tobacco production is a form of illegal 
manufacturing, in which the manufactured products 
bear a trademark without the consent of the owner 
of the trademark.

CPI – Consumer Price Index
The CPI, or Consumer Price Index, is a measure of the 
average cost of goods and services purchased by an 
average household. It is one of several price indices 
calculated by national statistical agencies. The per-
centage change in the CPI is a measure of inflation.

External costs
In economic terms, external costs are negative eco-
nomic/social impacts which affect persons (external 
parties) who are not party to the economic decision 
considered. In terms of smoking (and its related con-
sequences), external costs could include the following 
which is not covered by smokers: lost productivity 

and sick leave, costs of providing health and welfare 
services, costs of second hand smoke to non-smokers 
and cost of fires caused by smoking products.

Fine-Cut Tobacco
Fine-cut tobacco is a semi-finished product, sold by 
weight to the consumer. Smokers of fine-cut tobacco 
must therefore make separate purchases of fine-
cut tobacco and rolling paper, or tubes and making 
devices, before preparing fine-cut smoking articles 
(RYO) for use.

Illicit manufacturing
Illicit manufacturing refers to illegally manufactured 
products (the production of tobacco products con-
trary to law.) The laws in question may be taxation 
laws or other laws (such as licensing or monopoly 
related laws) that restrict the manufacture of tobacco 
products.

Large-scale organised smuggling 
Large-scale organised smuggling of tobacco products 
involves the illegal transportation, distribution and 
sale of large consignments of cigarettes, by organised 
criminal networks that generally avoid all taxes. 
 
Packaging sizes
• A pack generally contains 20 cigarettes;
•  A carton generally contains 10 packs or 200  

cigarettes;
•  A master case generally contains 50 cartons or 

10,000 cigarettes;

Important Terms 
and Concepts in 
this Toolkit 

A-P
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•  A container contains 1000 master cases or 10 mil-
lion cigarettes.

Price elasticity of demand
This is an economics concept, which measures how 
demand for a product responds when its price changes 
by 1%. Price elasticity varies among products. Products 
that are necessities (or addictive like tobacco or lacking 
substitutes) tend to be less sensitive to price changes 
as consumers tend to continue buying these products 
despite price increases.
The elasticity can be estimated using economet-
ric analysis, and is usually negative indicating that 
increasing price reduces demand. For example, price 
elasticity -0.4 means that 1% increase in price will lead 
to 0.4% decline in consumption. Alterations in price 
can result in a change in the number of people using 
the product and in the quantity of the product bought.

Private costs (or internal costs; a counterpart 
of external costs)
The costs incurred by individuals that correspond to 
their market choices in order to maximise their utility/
pleasure.

Semi-external costs 
Costs which are borne by non-smoking members of a 
household with a smoker.

Specific Taxes 
These are imposed as a fixed amount per 1000 ciga-
rettes (or per pack of 20 cigarettes, or per a stick). The 
same tax is applied whatever the base price, thereby 

not increasing price differences between cheaper and 
more expensive brands.

Small scale smuggling
Small scale smuggling involves the purchase by 
individuals or small groups, of tobacco products in 
low tax countries in amounts for resale in a high tax 
country.

Smuggling 
Smuggling is the trade in illegally imported products. 

Tax Burden
Tax burden is the amount of tax levied on a product or 
income. Tax burdens vary depending on a number of 
factors including income level, jurisdiction, and cur-
rent tax rates.

Tax incidence 
Tax incidence is the analysis of the effect of a par-
ticular tax burden on the distribution of economic 
welfare. Tax incidence is said to “fall” upon the 
group that, at the end of the day, bears the burden 
of the tax.

WAP 
WAP (the weighted average retail selling price) - is 
calculated by dividing the total value of all cigarettes 
released for consumption (based on the retail selling 
price including all taxes) by the total quantity of ciga-
rettes released for consumption. It is calculated on 1 
March, at the latest, of each year on the basis of data 
in the preceding calendar year.

P-w
Important Terms  
and Concepts in this 
Toolkit 



9

TOBTAXY / Toolkit Generic / Tobacco Taxation and Illicit Trade

Smoke Free Parnership

Contents

Tobacco taxation has three main purposes:

• To raise revenue
•  To promote health by deterring consumption  

(i.e. as a sumptuary tax) 
•To correct for externalities 

Tobacco is unlike most consumer goods, as it is unessential and 
imposes serious and substantial social costs (called ‘externalities’) 
when consumed. Such costs include healthcare costs associated 
with smoking related diseases that are not covered directly by smok-
ers, and costs related to second hand smoke victims and loss of 
productivity not covered by smokers. These costs justify government 
intervention in regulating tobacco consumption and constitute an 
economic rationale for tax on tobacco products. A proportion of tax 
revenue can be used to cover smoking-related external costs.

Economic literature suggests that the existence of some private (or 
internal) costs also justifies government intervention in the personal 
decisions about smoking behaviour. The rationale is that not all indi-
viduals correctly account for the adverse effects of smoking behaviour 

on their own future health and/or the risk and the costs of nicotine 
dependency, as typically individuals start smoking at a young age 
without fully realising / appreciating the addictive nature of nicotine. 
In this case, the role of excise tobacco taxes is to decrease the afford-
ability of tobacco products to discourage present and future smoking 
behaviour.9  

What constitutes an optimal tobacco taxation rate? 

There are different perspectives as to what constitutes an optimal 
taxation rate:

• From a public health perspective →until all smokers quit
•  From a governmental perspective →to maximise revenue but also to 

improve health and reduce health care and other smoking related costs
•  From an economics perspective →as an efficient source of tax rev-

enue and to correct for externalities and internalities associated with 
tobacco consumption

Understanding these perspectives is important when arguing for taxa-
tion rises.

The Basics of  
Tobacco Taxation

9  
Section taken from “The 
Aspect Consortium”, European 
Commission Publication, 
October 2004,” pg76
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Structure of Tobacco Tax

Manufactured tobacco in the EU is subject to 
three types of taxation - two types of excise 
duty and Value Added Tax (VAT).

•  Specific (or fixed) excise duties are imposed 
as a set duty per unit of product. The same 
amount of tax is applied whatever the base 
price - thereby not increasing price differenc-
es between cheaper and premium brands. 

•  Ad valorem excise duties are a proportion 
of the retail price of tobacco products (i.e. 
a set percentage of the manufacturers’ or 
retail prices). Unlike specific excise tax, ad 
valorem taxes magnify the price differences 
between cheaper and premium brands 
when there is inflation and/or when manu-
facturers increase their prices. The amount 
of tax collected is protected from inflation 
and increases with any price increase.

Taxes - who wins?

I’m the 
best tax No, I am!
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What makes up the price of a cigarette?

The following graph illustrates a breakdown  
of the various components of cigarette price:

© Hana Ross

Total exice  tax

Specific excise 
tax = €0.09

Ad-valorem excise 
tax:% of wholesale 
of retail price; e.g 
€0.09 if rate is 30% 
of retail price

VAT / sale tax % 
of (wholesale price 
+ excise tax); e.g. 
€ 0.01 if VAT -15 %)

Retail price = € 0.30

(Pack price = € 6.00)

Total tax  = €
 0.22

Retail margin  
= € 0.01

Wholesale price = € 0.07



12

TOBTAXY / Toolkit Generic / Tobacco Taxation and Illicit Trade

Smoke Free Parnership

Contents

Current EU tobacco tax law (before 01.01.2014) requires:
 
•  Specific tax between 5%  – 76.5% of total tax: (specific excise duty + 

the proportional excise duty and value added tax);
•   Excise tax at least 57% of the weighted average retail price: (except 

countries with a tax of at least 101 euros per 1000 cigarettes);
•  Min excise € 64 per 1000 irrespective of the weighted average retail 

price.

Council Directive 2010/12/EU of 16 February 2010 requires that after 
01.01.2014

•  Specific tax will be between 7.5% and 76.5% (specific excise duty + the 
proportional excise duty and value added tax);

•  Excise tax at least 60% of the weighted average retail price except 
countries with tax at least 115 euros per 1000 cigarettes;

•  Bulgaria, Estonia, Greece, Latvia, Lithuania, Hungary, Poland and 
Rumania shall be allowed an exceptional transitional period until 
31.12.2017;

•  Minimum excise € 90 per 1000 cigarettes irrespective of average 
retail price (same country exceptions until 31.12.2017).
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Specific Tax

•  Specific taxes are easy to administer and equally affect all brands 
within a tobacco product class. However, specific taxes are not 
indexed for inflation, so regular adjustments are needed so that they 
have the same economic impact;

•  It does not allow tobacco manufacturers to manipulate the price in 
order to reduce their tax liability;

•  It tends to reduce price-competition and it is favoured by manufac-
turers of premium cigarettes;

•  Industry tax liability doesn’t change with a change in producer (ex-
factory) price. 

Advantages
• Gives government more control over tax revenue;
•  Keeps price range narrow, reduce brand substitution after a tax 

increase; 
• Cheaper to administer;
• Better for public health, provided that the tax incidence keeps in-
creasing  with inflation.

Disadvantages
• Must be regularly raised to keep up with inflation and income levels;
• Encourages industry to raise price in order to increase profits.

Ad Valorem

Advantages
• Adjusts the tax for inflation;
• Tax liability increases with higher prices. 

Disadvantages
• Industry can exert more control over the amount of tax paid by ma-

nipulating producer price; 
•  It leads to wider price differences so that smokers can avoid tax 

increases by trading down to cheaper tobacco products (i.e. from 
premium cigarettes to fine-cut tobacco);

•  It is more expensive to administer because it requires to keep track of 
both the value and the volume of various brands sold;

•  Ad valorem tax encourages price-competition which may leads to 
lower prices.

Effects of tax structure
Excise taxation, if used correctly, has the potential to increase the end price of tobacco products.  
However, it should be noted that the two types of excise tax - specific and ad valorem - have different 
impacts (when used in various combinations) in determining the overall end price of tobacco.
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*** Best Practice – a combination of Specific and Ad Valorem ***

EU countries use tax structures that combine both ad valorem and a specific excise duty. In ad-
dition, the countries are subject to a ‘tax floor’, a minimum total tax that needs to be collected 
per cigarette, in order to protect the public health and government revenue goals.  It is impor-
tant that both this floor and the country specific tax level, at least, keeps up with inflation in 
order to preserve the deterrent effect of the excise tax. 

Due to differences in tax structures and rates, there are large differences in the 
amount of tax/excise tax per 1000 cigarettes in Europe in January 2008:

€ 250

€ 200

€ 150

€ 100

€ 50

€ 0
Russia Ukraine Bulgaria Romania Lithuania Latvia Estonia Czech 

Republic
Hungary Poland Slovenia Germany France Ireland

4 5
41 44 43 49

66
60 60
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43
37

© Hana Ross
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If tax is not raised in line with inflation, this effectively represents 
a reduction in tax. As a result, smoking rates will rise and tobacco 
revenue fall.

•  Specific tax can be eroded by inflation and by rising incomes, so it 
needs to be index linked to keep up with inflation and income levels;

•  Ad valorem tax is automatically adjusted for inflation, but only if pro-
ducer prices rise in line with inflation. Ad valorem tax doesn’t adjust 
for income growth. 

As such, it is important to argue for automatic inflation and income 
growth adjustments for specific tax, if politically acceptable. 

Correcting for inflation
If not indexed, inflation can erodes the effect of specific tax on tobacco 
use. It is important to pay attention to the real prices of tobacco 
products:

Effects of Inflation

the real price =  current (or nominal) price 
÷ price of all goods and services

(expressed as the retail price index RPI or consumer price index CPI)
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Countries with growing income levels need to consider the affordabili-
ty of tobacco products - the combined impact of price and income. This 
impact depends on both the price and the income elasticities.

Decreasing consumption depends on decreasing the affordability of 
tobacco. There are a number of factors that determine a population’s 
ability to afford tobacco:

1  / Current tobacco taxation rates
2 / Current retail price of tobacco
3 / Average income
4 / Income growth
5 / Inflation rates
6 /  Access to cheap tobacco (discounted cigarettes, ‘roll your own’, tax 

free, smuggled tobacco products)

When these are taken into account, it is possible to estimate the im-
pact of taxation increases on tobacco consumption.

Affordability can be measured by:

•   Relative income price (RIP): % per capita GDP needed to buy 
100 packs; or

•   Minutes of labour required to buy 1 pack – how long the aver-
age worker needs to work to buy so 1 packet of cigarettes

Effects of Income Growth – Affordability

I can’t 
afford that!

How much?!?!
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Change in affordability in Europe 1990 – 2008 10

a / Romania: 1994-2008
b / Iceland: 1999-2008
c / Croatia: 1998-2002

10 
 Source: Evan Blecher, The Economics of Tobacco Control in Low- and Middle-income Countries, Thesis presented for the 
degree of Doctor of Philosophy, School Of Economics, University Of Cape Town, April 2011
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Tobacco Industry’s  
Response to Taxation
It is in the interests of tobacco companies to keep taxation levels as 
low as possible, so that tobacco is relatively cheap, meaning they can 
sell more products and make more profit. 
The tobacco industry has put enormous pressure, by every means, 
on all governments to either reduce or not increase taxation. They 
have been successful in systematically manipulating countries’ 
tobacco tax systems by providing false information suggesting:

 1 / governments will receive increased revenue by lowering tax  
and/or 
2 / that revenues will go down after a tax increase

Furthermore, international tobacco companies have been com-
plicit in smuggling to expand their market, to get into markets 
where there is a domestic monopoly or to avoid paying taxes. 

• Where there is ad valorem tax, companies tend to lower base 
prices in order to lower the tax collection.  

•  With specific tax, companies may increase cigarette size  
to lower tax per unit of tobacco, and may raise its own price.

Clearly, raising tax  
has no impact  

on smoking behaviour!

I thought we could  
trust these guys?

One of many lies
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How to Calculate the Impact of a Tax
11  

It is theoretically possible for 
the price elasticity of demand 
for a good or service to be 
positive - but this would mean 
that consumers increase their 
consumption of the good 
or service when the price 
increases, which is unusual in 
practice.

Past data can be used to estimate the impact of tobacco prices on 
tobacco consumption. This impact is measured by the price elasticity 
of tobacco demand. The estimate of price elasticity of tobacco demand 
can be used to predict the impact of current or proposed changes in 
price and tax on future tobacco use, tax revenue and the number of 
future deaths associated with tobacco use.

Following a price/tax rise, the reduction in overall consumption of to-
bacco can be analysed using the price elasticity of demand. It is usually 
a negative number11  which corresponds to the percentage decrease 
in consumption which occurs in response to a 1% increase in the price 
of tobacco. For example, an elasticity of -0.4 would mean that a 1% 
increase in price would result in a 0.4% reduction in consumption.  
Usually, half of the impact is on prevalence, the rest of the impact is on 
the amount of tobacco consumed by those who will not quit.

The price elasticity of demand may vary between jurisdictions and claims 
of prevalence reduction need to take into account specific country data. 
A 10% increase in price in one country might not have the same effect on 
consumption in another, although price elasticity of demand tends to be 
very similar in developed countries, such as in the EU. 
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The negative relationship between tobacco consumption and price

Despite some counter-claims by the tobacco industry, research from numerous countries over many years  
has clearly shown that demand for tobacco is sensitive to price rises but not by as much as most unessential 
commodities.

Three graphs on the taxation level vs. consumption highlight this case:

12  
Gallus S, Townsend J et al, Price and consumption of tobacco in Italy over the last three 
decades. European Journal of Cancer prevention, 2003; vol 12, issue 4.

Italy 1970 - 2005 12 UK 1971 - 1997 Latvia 2003 - 2010  
(Per Capita Consumption and 

Real Cigarette Prices)
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The relatively low price elasticity of tobacco demand implies that a 
tax increase, as will be shown later, will always secure higher revenue.  
Research evidence clearly supports this in a variety of contexts.  13  The 
tobacco taxes represents a transfers of resources already created in the 
economy (therefore they do not contribute to GDP), i.e. money from 
smokers to the government exchequer and then to society via govern-
ment services.

Points to note:

•   Tobacco consumption tends to rise as incomes rise and so will total 
tobacco tax revenue (the income elasticity of demand is positive).

•  Production and imports can be closely supervised by the govern-
ment, so it should be relatively easy to collect taxes.

13  
From “The Aspect Consortium” 
Oct 2004 pg 76 – Context 
reference = Townsend J. Price 
and consumption of tobacco. 
BMJ 1998, 52: 132-142
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Due to taxation increases, the consumption of cigarettes in the entire 
EU decreased by slightly more than 10% between 2005 and 2006. In 
the EU-15, the average tax increase of 33% between 2002 and 2006 
led to a drop in smoking of 16%. In the newer Member States, a simi-
lar tax increase of 34% from accession in 2004 until the end of 2006 
saw smoking rates decline by just 1%. This small drop can probably 
be explained by the relatively low starting level of tax and a very low 
price elasticity of demand. All studies show that higher cigarette taxes 
increase government revenues, are effective in reducing smoking levels 
and have an immediate effect. The increased government revenues 
from higher taxes can be channelled towards health promotion and 
cessation measures.

However, the quantities of fine-cut tobacco sold in the EU, at much 
lower tax rates than cigarettes, increased in the same period by around 
10%. This is why the European Commission has proposed an increase in 
taxes on fine-cut tobacco as an incentive for people to give up smoking 
any tobacco product 14.

Tobacco Taxation Increases  
and Smoking in the EU

14  
Section taken from “SFP Spotlight on Taxation and Illicit Trade” –
www.smokefreepartnership.eu (accessed January 2011)

Effect of Taxation Rises  
on Government Revenue

The following are benefits of increasing tobacco excise taxes above the 
inflation level:

Following immediately from a tax increase, there is an increase in 
government revenue from tobacco taxes. As provided by Townsend 
(1996), we assume that the price elasticity of tobacco (i.e. the sensitiv-
ity of overall tobacco consumption to tobacco price - rather than the 
prevalence elasticity discussed earlier) is -0.5 in our central scenario. 
The consumption elasticity is the response of total tobacco/ cigarette 
used, to a 1% change in price. The prevalence elasticity is the change in 
the proportion of the adult population that smokes resulting from a 1% 
change in price. This means that an increase in the price of tobacco 
products leads to an increase in revenue. 

See the next 

examples as 

evidence:
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Germany -Tax burden  
vs. Excise revenue

UK -Tax burden  
vs. Excise revenue Italy -Tax burden  

vs. Excise revenue
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How to calculate the effect on Government Revenue

Effect on Tax revenue – a simple method!
•  Pre-increase tax revenue = pre-increase tax rate T1 x pre-increase sales Q1
•  Post-increase tax revenue = Post-increase tax rate T2 x post increase sales Q2
•  Even in countries where demand is most price sensitive, you still cannot 

reduce revenue by raising tax; you do not even come close to it!

More precisely:-
If prices rise 10% (from P1 to P2) and e is -0.4 then     
Q2/Q1   =   1.1 -0.4   = 0.96 so smoking falls by 4%

If prices rise 20% then 
Q2/Q1 = 1.2 -0.4 = 0.93 so smoking falls by 7%  
(not 8%, as may be expected, because the function is exponential)     

•  If T1/P1 is about 70%,  tax revenue will increase as long as the price elasticity 
is greater than -1.4

•  All studies suggest the price elasticity  is much higher than this    
(-0.2 to –0.9)

•  So if T/P is 0.7 and e = -0.5, tax revenue elasticity  is 0.65
• Or if T/P is 0.5 and e = -0.4, tax revenue elasticity  is 0.8    

EXAMPLE  1
If tax on cigarettes rises by 30%,  
with e = -0.5 and T/P = 0.7

•  Tax revenue should rise by about 20% and
•  Cigarette consumption should fall by about 10%
•  If the tax rise is not all passed on, then cigarette 

consumption would fall less but government 
revenue would rise more. 

EXAMPLE  2
If tax on cigarettes rises by 20%,  
with e= -0.5 and T/P = 0.7

• Tax revenue should rise by about 12.5% and
• Cigarette consumption falls by about 6.3%

Tobacco Taxes and Revenues in UK

Ta
xa

ti
on

 re
ve

n
u

e 
(£

 m
ill

io
n

)

Pr
ic

e 
(£

) 1
99

4 
va

lu
e

Revenue Price

197
1  

197
3 

197
5 

197
9

198
1

198
3

198
5

198
7

198
9

199
1

199
3

199
5

9000

8500

7500

7000

6500

6000

5500

£2.90

£2.40

£1.90

£1.40



25

TOBTAXY / Toolkit Generic / Tobacco Taxation and Illicit Trade

Smoke Free Parnership

Contents

Benefits to Governments  
of tobacco tax increases

Savings to the costs of Health Services – take the UK 
as an example: In 2006, £2.7 billion (3.2 billion Euros) was spent by 
the NHS (National Health Service) on treatment of smoking-related 
diseases in England. As the risk of developing diseases falls (due to 
lower smoking prevalence and decreasing risks for ex-smokers), so 
would the costs of treatment.

Output gains due to reduction in absenteeism - there 
is evidence that smokers are more prone to absenteeism from work 
than non-smokers. As more people stop smoking, their output would 
increase due to reduced absenteeism.

Reduced spending on benefits related to sickness 
and disability - smoking is associated with increased ill-health in 
the population as well as increased mortality. It is estimate that the 
reduction in expenditure on benefits for people of working age with 
long-standing health conditions (such as Employment and Support 
Allowance and Disability Living Allowance) which would result from a 
reduction in smoking caused by the tax increase.

Output gains due to reduced mortality - the fact 
that people live longer implies they will have a higher probability 
of surviving and being in work until the average age of retirement. 
Therefore, a reduction in smoking prevalence would result in output 
gains due to reduced mortality.

Years of life gained - the fact that 
people live longer and healthier lives is 
in itself a benefit for these individuals 
and society as a whole. For example, 
UK government departments preferred 
estimate of the ‘human value’ of 
prevention of a fatality (just under 
£1 million) to calculate the value of 
extra years of life to people who 
give up smoking (or never take 
up smoking) because of the price 
increase.

Increased tax receipts from reduced absenteeism - 
the extra output from reduced absenteeism among people who stop 
smoking (or never take up smoking) following the tax increase leads to 
increased income tax, NICs and VAT receipts.

Increased tax receipts from additional working life - 
people of working ages whose deaths are averted through giving up 
smoking (or not starting smoking) due to the tobacco tax increase 
will have longer working lives and hence pay more in income tax and 
National Insurance contributions (NICs) to governments. They will 
also spend at least some of their additional disposable income and 
hence pay more VAT.

Below are a number of benefits to governments from taxation increases:

The extra tax rates are 
great for the country’s 

revenue… … and for the health 
of our citizens

So many benefits
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Cigarette Tax and Poverty –  
is the Tax Regressive?

Lower socio-economic groups tend to smoke more than others and, as 
such, disproportionately suffer from smoking related illnesses, particu-
larly cancers, heart disease and chronic obstructive airways diseases. 

Whilst lower socio-economic groups may pay more tax if they continue 
to smoke, in the same turn, they have higher price sensitivities 
(elasticities) than other groups and are likely to respond to price 
increases by giving up smoking or cutting down on tobacco 
consumption. As such, a rise in price has the potential to 
reduce this group’s smoking rates more than any other 
intervention and, ultimately, improve health outcomes. 

Furthermore, taxation itself acts as a complement to, 
and reinforces, health education messages regard-
ing the negative effects of smoking – particularly for 
groups who have been shown to be less responsive 
to health education material highlighting the risks associ-
ated with tobacco use. 

It should be noted that governments should be encouraged 
to use a proportion of the increased tobacco tax revenue to 
aid development, health care and/or cessation in lower socio-
economic groups. The regressivity lie

26
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Hypothecation

Hypothecation is the earmarking of a percentage of tax income from 
tobacco tax rises for development, health care, education or public 
health incentives. 

Hypothecated taxes may be used by governments:

•  To support tobacco control activities (includes Thailand and Califor-
nia)

•  For tobacco control and health promotion (includes Finland, Roma-
nia, Estonia, Poland, Slovenia, Lithuania)

•  For health care or health insurance (includes UK, Greece, Ireland, 
Portugal, Austria) 

Other countries may use tobacco tax revenue for general development 
or other purposes.

The WHO Framework Convention  
on Tobacco Control (FCTC)

The FCTC is a supranational agreement that seeks “to protect present 
and future generations from the devastating health, social, environ-
mental and economic consequences of tobacco consumption and 
exposure to tobacco smoke” by enacting a set of universal standards 
stating the dangers of tobacco and limiting its use in all forms world-
wide.

FCTC and Taxation

All countries implementing the FCTC must take account of public 
health objectives when determining taxation policies. These are listed 
in articles 6 and 15 of the treaty:

Article 6 states that signatory governments:
•  Must recognize that price and tax measures are an effective and im-

portant means of reducing tobacco consumption.
•  Should implement tax policies and, where appropriate, price poli-

cies, on tobacco products so as to contribute to the health objectives 
aimed at reducing tobacco consumption

•  Should prohibit or restrict sales to and/or importations by interna-
tional travellers of tax- and duty-free tobacco products.

International /  
Global Perspective
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Article 15 states that signatory governments:
•  Must monitor and collect data on cross border trade in tobacco prod-

ucts including illicit trade
• Must enact or strengthen legislation against illicit trade in tobacco
• Must destroy counterfeit and contraband tobacco
•  Must adopt and implement measures to monitor and control the 

distribution of tobacco products

Update from COP4 

Recognising the importance of strong international cooperation 
to eliminate illicit trade in tobacco products, the Parties to the 
WHO Framework Convention on Tobacco Control (FCTC) created 
a negotiating body to develop a protocol on illicit trade in tobacco 
products. 

More than 135 Parties to the FCTC gathered five times between 2008 
and 2012 to negotiate an international treaty to combat the illicit trade 
in tobacco products and agreed in April 2012 on a text of a Protocol 
to eliminate illicit trade in tobacco products. The illicit trade treaty is 
being negotiated as a supplementary treaty, or protocol, to the FCTC. 
Article 15 of the FCTC states that the Convention should deal with all 
forms of illicit trade in tobacco products, including smuggling, illicit 
manufacturing and counterfeiting. 

The Protocol sets the rules for combating illicit trade in tobacco 
products through control of the supply chain. It also establishes what 
constitutes unlawful conduct and sets out related enforcement and 

international cooperation measures. 
Under the Protocol, the Parties propose to establish a global tracking 
and tracing system for tobacco products and reached agreement on 
other measures, such as licensing, liability, enforcement, information 
sharing and mutual legal assistance. These measures are designed to 
counteract and eventually eliminate the illicit trade in tobacco prod-
ucts. 
 
The Protocol will be submitted for consideration and adoption to the 
Conference of the Parties to the WHO FCTC in Seoul, Republic of Korea, 
in November 2012. 
 
Once adopted, it would become the first Protocol to the WHO FCTC, 
which is itself the first and only global health treaty negotiated under 
the auspices of WHO. The Protocol will enter into force after 40 ratifi-
cations.

International / Global Perspective
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European Union legislation has a major influence on the levels of 
tobacco tax in Europe. This legislation sets minimum excise rates for all 
EU countries, as stated below:

“The overall excise duty (specific duty and ad valorem duty excluding 
VAT) on cigarettes shall represent at least 57 % of the weighted average 
retail selling price of cigarettes released for consumption. That excise 
duty shall not be less than EUR 64 per 1 000 cigarettes irrespective of 
the weighted average retail selling price.”

Council Directive 2010/12/EU15 of 16 February 2010 updated EU tobacco 
taxation EU rules so that a higher level of public health is ensured. The 
concept of the MPPC has now been replaced by a weighted average price 
(WAP) as a reference point for EU minimum requirements. This is ap-
propriate as nowadays markets are more dynamic, with several popular 
brands and regular changes in cigarette prices. Replacing the MPPC with 
the WAP of all cigarettes for determining the tax base ensures transpar-
ency and a level playing field for manufacturers. Moreover, in an effort 
to emphasize the health objectives of tobacco excises, the monetary 
minimum duty will apply to all cigarettes and will be increased gradually 
over the next five years to €90 on all cigarettes, irrespective of the WAP, 
with an overall excise duty on cigarettes of at least 60% of the WAP. 

This increase in the minimum duties will decrease the gap between the 
cheapest and most expensive cigarettes in the EU. As from 1 January 

2011, the minimum tax floor no longer has a maximum cap. As from 
1 January 2014, the specific component of the excise may not be less 
than 7.5% and more than 76.5% of the amount of the total tax share, 
giving Member States more flexibility in determining the balance 
between the two excise elements depending on the characteristics of 
their national cigarette market 16.

Article 168 of the EU Treaty

EU tobacco tax rules must reflect developments in EU policy such as 
Article 168 of the EU Treaty which states that a high level of human 
health protection shall be included in all EU policies.

Schengen Zone and European Economic Area

The borderless area and free trade zone of continental Europe allows 
for the free movement of both persons and goods. Tobacco transpor-
tation is intended to be controlled -transportation between countries 
of cigarettes by individuals is set at a maximum of 800 cigarettes, 400 
cigarillos, 200 cigars and 1kg of tobacco 17. If stopped by Customs, indi-
viduals will have to prove that the tobacco is for personal consumption 
if larger quantities are carried across borders.  The very nature of this 
system can create problems for individual countries increasing nation-
al tobacco tax:

15  
>> Download PDF (accessed 

April 2011)

16  
Section taken from “WHO 
Technical Manual on Tobacco 
Tax Administration” pg.64 -  

>> Download PDF 
(accessed January 2011)

17  
>> Discover More (accessed 
January 2011)

European Perspective:  
the Current EU Tobacco Tax Directive

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2010:050:0001:0007:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2010:050:0001:0007:EN:PDF
http://whqlibdoc.who.int/publications/2010/9789241563994_eng.pdf
http://europa.eu/travel/shop/index_en.htm#tobacco
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Price Differentiation

When two Schengen countries have a substantial difference in the 
price of duty paid tobacco, cross border transportation of tobacco 
usually occurs, from jurisdictions that set low prices to ones with high 
prices. This transportation can be legal, such as an individual that lives 
on a border town and crosses into the country to buy the maximum 
legal purchase of tobacco, or illegal, when individuals buy over the 
amount allowed in the lower priced area and sell the tobacco back in 
the higher priced area for a lower price.

This situation can create problems for 
countries wishing to increase taxation 
(and thus the price) of tobacco. Any 
tobacco price increase in coun-
tries bordering low priced areas 
can create a large price dif-
ferentiation and thus negate 
any potential benefits due to 
legal and illegal trade in duty 
paid tobacco. Put simply,  
consumers can have access  
to low priced tobacco  
from other sources. 

This situation has been highlighted 
by the opponents of tobacco tax 
rises.

Smuggling

The smuggling of non-duty paid tobacco from outside the Schengen 
Zone is a potent issue. If this tobacco enters the Schengen Zone, it has 
the potential to move as freely as any normal commodity if unchecked 
by customs. An increase in smuggling from any entry point in the 
Schengen Zone can flood the consumer market with cheap tobacco.  
This situation has the potential to negate price increases, as consum-
ers can access cheaper tobacco from illegitimate sources.

However, it should be noted that most smokers do buy legal cigarettes 
and do not travel distances to attain cheaper products. Although 
there is a wide variation in prices across countries in Europe (see map 
below), most governments are able to successfully raise taxes. Gov-
ernments should not be discouraged in raising tobacco taxation due 
to fears of smuggling, but should be persuaded of the importance of 
rationalising taxes upwards, which would result in gains by all the 
governments as well as public health.

I love Europe… … it’s about knowing 
where to shop!

Disharmonisation
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January 2012

Source: European 
Comission DG TAXUD

Contents
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Some smokers act to reduce their cost of smoking or the effects of tax 
increase - by legal and illegal means. 

Legal means of smokers reducing costs include:

• Trading down to cheaper cigarettes;
• Changing to ‘Roll your own’;
•  Cross border shopping within threshold for personal use   

(legal tax paid);
• Duty free (Legal non tax paid).

To prevent legal means of reducing costs,  
governments need to:

•  Level up taxes on different tobacco products and keep them up with 
inflation. Tax all products the same if possible;

• Make agreements with neighbouring countries to level up prices; 
•  Rely more on specific taxes to reduce brand switching (price differ-

ences are smaller if tax is set per pack).

Illegal means of smokers reducing costs include:

•  Small scale smuggling (cigarettes from lower price jurisdiction) not 
for personal use/ over threshold limit);

• Illegal non tax paid: smuggling;
• Illegal internet or telephone sales. 

To prevent illegal means of reducing costs,
governments need to:

•  Increase security, monitoring and preventive 
measures against smuggling;

• Promote the use of tax stamps;
• Increase licensing;
•  Include customer identification and  

verification (due diligence);
• Increase the use of tracking and tracing;
• Increase record-keeping;
•  Stop internet and other telecommuni-

cation-based modes of sale;
•  Limit, license or prohibit tobacco in 

free-trade areas and for duty-free 
sales. 

Avoidance and Evasion of Taxation
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Tax avoidance refers to legal activities to pay less or no taxes; tax eva-
sion refers to illegal activities to pay less or no taxes. Tax avoidance is, 
for instance, the purchasing of tobacco products in lower jurisdictions 
by individual tobacco users residing in high tax jurisdictions for their 
own consumption within customs constraints. 

Tax evasion refers to illegal activities to pay less or no taxes and in-
cludes the purchase of smuggled and illicitly manufactured tobacco 
products. The most commonly used term in this context is smuggling. 
However, smuggling, tax evasion or illicit trade do not cover the same 
type of activities. Smuggling refers to products illegally traded across 
borders. The illegal crossing of borders between jurisdictions is a key 
characteristic for smuggling. 

Illicit trade is a much broader concept than smuggling and is defined 
in Article 1 of the WHO FCTC as “any practice or conduct prohibited by 
law and which relates to production, shipment, receipt, possession, 
distribution, sale or purchase including any practice or conduct intend-
ed to facilitate such activity”.18 Illicit trade includes both smuggled and 
illicitly manufactured tobacco products. Illicit manufacturing refers to 
the production of tobacco products contrary to law. One form of illegal 
manufacturing is counterfeit tobacco production in which the manu-
factured products bear a trademark without the consent of the owner 
of the trademark. Illegally manufactured products can be sold on the 
domestic market or smuggled into another jurisdiction. 

Smuggling and Illicit Trade
Cigarette?

Wow, you went 
to China !?!

Well… not really. I 
bought it from a guy 

at the metro!

From China - with love?

18  
World Health Organization. WHO Framework Convention on 
Tobacco Control. Geneva, World Health Organization, 2003. 
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Types of smuggling 

Smuggling cheap tobacco or counterfeit tobacco onto a legal market 
can reduce the positive impact of taxation – as price sensitive consum-
ers can avoid price increases by accessing cheap products. Further-
more, governments can lose revenue from this practise as duty has 
either never been paid or paid at a minimal rate in another jurisdiction. 

Large Scale Smuggling involves the illegal transportation and 
distribution of large consignments of tobacco products, by organised 
criminal networks, usually with no tax being paid. 

Small scale smuggling refers to the smuggling activities of indi-
viduals or small gangs who illegally import small quantities of taxed 
products. For example, the purchasing of tobacco in low tax countries 
in amounts that exceed limits set by customs regulations, for resale in 
high tax jurisdictions.

Causes of illicit trade

Undeclared production is one cause of illicit trade. In 2008, large 
international tobacco companies manufactured and imported nearly 
130 billion cigarettes into the Ukraine – 30% in excess of what the local 
market could have consumed. These “extra” cigarettes disappear in the 
Ukraine and fuel the black market in the rest of Europe. 19 Undeclared 
production is a major problem in many regions and is often due to inad-
equate control of manufacturing by the authorities. 

Lax Enforcement and Insufficient Penalties: Smugglers tend to 
thrive in countries that tolerate smuggling, where enforcement is lax 
and corruption is widespread and where there are weak border con-
trols. In addition, many nations fail to treat tobacco smuggling as a 
serious crime, imposing penalties that are a fraction of those for smug-
gling other products such as pharmaceuticals or firearms. This makes 
tobacco more attractive to smugglers, who weigh the huge potential 
for profit against the small chance of getting caught, convicted, jailed 
or fined.

Weaknesses in the Transit System: The lack of more secure systems 
for transporting cigarettes in international trade fuels the black mar-
ket by giving smugglers access to a large supply of cigarettes free of all 
taxes and duties.

Informal Distribution Networks: Failure to license all players 
involved in cigarette distribution, and especially the presence in some 
nations of unlicensed street vendors, hinders law enforcement and 
facilitates smuggling.

Cross-Border Price Differentials: Price differentials are a significant 
factor in the case of informal bootlegging. It is much less a factor in 
large-scale organized smuggling of “in transit” cigarettes. Contrary to 
popular belief, smuggling is much less common in those Nordic and 
Commonwealth countries with high cigarette taxes.

Duty-Free Sales: The existence of a large volume of duty-free tobacco 
products in international commerce creates opportunities for smuggling.

19  
Lavrov V. Ukraine’s ‘lost’ 
cigarettes flood Europe. 
Washington, The Center for 
Public Integrity, 2009. The 
size of the illicit trade varies 
between countries from 1% to 
about 40–50% of the market, 
11.6% globally, 16.8% in low-
income and 9.8% in high-
income countries. The total 
lost revenue is about $40.5 
billion a year. 
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Lack of Resources: Most nations do not devote the necessary re-
sources to tobacco tax enforcement until after a smuggling problem 
has developed. It is much more difficult to eradicate smuggling net-
works once they are established than to take measures to prevent the 
networks from taking root in the first place.

Lack of Effective International Cooperation: While international 
treaties and other mechanisms have been developed to reduce traffick-
ing in pharmaceutical drugs, illegal drugs, firearms and other prod-
ucts, no similar systems have been implemented to reduce tobacco 
smuggling. 20

Effects of illicit trade 

The size of the illicit trade varies between countries from 1% to about 
40–50% of the market, 11.6% globally, 16.8% in low-income and 9.8% 
in high-income countries. The total lost revenue is about $40.5 billion 
a year. 21 Tobacco smuggling undermines one of the most important 
health policies - raising tobacco tax to create a financial incentive not 
to smoke. Tobacco smuggling costs lives through increased smoking. 

Illicit Tobacco trade is an international problem requiring a global 
response. A protocol to control illicit trade is being developed as part of 
the internationally agreed treaty – the WHO Framework Convention 
on Tobacco Control (FCTC).

Illicit trade and Tobacco Tax Policies Worldwide: As stated above, 
raising tobacco taxes is one of the most effective measures available to 
prevent children from smoking and encourage adults to quit. Smug-
gling – and the fear of it– has become an impediment to raising tobac-
co taxes worldwide. The tobacco industry exploits this fear, trying to 
convince policymakers around the world that virtually any tobacco tax 
increase will spark uncontrollable smuggling, resulting in lost govern-
ment revenue and rampant lawlessness.

Yet out of hundreds of tobacco tax increases successfully implemented 
in the world, there are very few cases in which a smuggling problem 
developed that were large enough to cause a government to reduce 
taxes. Only in Canada (1994) and Sweden (1998) have governments 
raised tobacco taxes and then lowered them due to smuggling con-
cerns. In both cases, smoking increased and the governments lost to-
bacco tax revenue. In Canada it has now been shown conclusively that 
the tobacco industry itself was actively involved in facilitating much of 
the smuggling.

The tobacco industry has been encouraged by its success in Canada to 
lobby forcefully to try to defeat major price increases proposed in the 
United States in 1994 and 1998, and has used the “Canadian example” 
globally as a lesson, as well as a threat, to governments that consider 
significant tobacco tax increases, even though the lowering of tax 
rates in Canada actually led to higher consumption and lower tax rev-
enue – only to the benefit of the tobacco industry. 

20  
>> Download the PDF  
  (accessed January 2011)

21  
Joossens L, Merriman D, Ross 
H, Raw M. The impact of 
eliminating the global illicit 
cigarette trade. Addiction, 
2010; 105: 1640-9. 

http://global.tobaccofreekids.org/files/pdfs/en/ILL_facts_en.pdf
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Providing discount cigarettes: Smuggling provides cigarettes at 
a discount to young people and price sensitive smokers who might 
otherwise quit smoking.

Opening Markets to Western Brands and Advertising: Some na-
tions legally restrict the availability of Western brands. While the origi-
nal intent of these laws may have been to protect domestic tobacco 
companies, there is strong evidence that the laws also have benefited 
public health by reducing Western-style marketing of tobacco prod-
ucts to women and young people. Such laws also tend to reduce the 
competitiveness and appeal of tobacco products themselves, which 
also reduces prevalence. As the industry publication World Tobacco 
puts it, smuggling has “helped to promote some of the world’s leading 
brands in markets which had remained closed to foreign imports and 
where demand for Western cigarettes has continued to grow.”

Reducing Tobacco Control Funding: Illicit cigarette trade costs 
governments tens of billions of EUROs each year in lost tax and cus-
toms revenue. In a growing number of countries, government tobacco 
tax revenue have become a primary source of funding for effective 
tobacco control programs. Therefore, to the extent that tobacco tax 
increases are rejected due to concerns about smuggling, even the 
spectre of smuggling robs tobacco control of one of the most promis-
ing sources of badly needed funding. 22

22  
>> Download the PDF   
(accessed January 2011)

http://global.tobaccofreekids.org/files/pdfs/en/ILL_facts_en.pdf
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In the early 1990s, the UK, which had some of the highest 
smoking death rates in the world, decided on a policy to try 
to halve smoking by raising tax for health reasons with high 
specific, low ad valorem tax on cigarettes and only specific on 
other tobacco.  Later it had a serious problem with smuggling 
and needed a policy to keep smuggling low.  It published tax 
and smuggling strategies in 2000, 2006, 2008, and increased 
customs staff numbers and introduced scanners 

It decided to raise excise tax rises:
• 1993-6: rates rise 3% above inflation; 
• 1997: increased to 5% above inflation
• 2000: rates set at each Budget 
• 2001-2008: inflation only increases 
• 2009: real increase again 

In addition, the UK introduced:
• Fiscal marks
• Supply chain legislation
• Covert markings
• New marketing strategy
• Memoranda of Understanding (MOU):
   -  An MOU is a voluntary agreement, with no penalties, which is 

not legally binding. Perhaps not surprisingly the tobacco compa-
nies have been happy to sign them: Gallaher was the first in April 
2002, BAT signed one in October 2002 and Imperial Tobacco in July 
2003. Do they work? In 2001-02, the year before Gallaher signed 
their MOU with the government, their brands Dorchester and 
Sovereign represented 12% of UK customs seizures of genuine UK 
brands. In 2003-04, the year after the MOU was signed, it rose 
to 74%. It is quite hard to argue from these data that MOUs have 
any effect at all 23.  As such, NGOs are not in favour of such agree-
ments.

Case study of the UK Action against 
Tobacco Smuggling  

23  
Joossens L, Raw M. Progress 
in combating cigarette 
smuggling: controlling the 
supply chain. Tobacco Control 
2008; 17:399-404

Contents
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Effects of Action: UK tobacco smuggling fell to 11% 24
The effect of taxes on real cigarette prices in UK  
1998 -2008. Price rose 28%  in real terms over 10 years
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Effects of UK Action plans

Smoking rates reduced:

• for adults from 28% to 21% 
• for children from13% to 6% 

Smuggling was reduced from 23 – 13%:

• tax revenue rose and then steadied 
• at least 1.2 million lives were saved in the long run

24  
Source: Michael Eriksen, Judith Mackay, Hana Ross, The Tobacco 
Atlas, Fourth Edition, American Cancer Society, World Lung 
Foundation, 2012.

Case Study
Contents
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Fallacies about Tobacco Taxation and Counter Arguments
Listed below are the main arguments against tobacco taxation increases. Each argument has a rebuttal explanation attached:

As demand for cigarettes and tobacco is relatively inelastic, when the tax rate is raised,  
smoking reduces; smokers also spend more and tobacco revenue rises. 

Also, if taxes rise, consumption rates reduces – meaning reduced health costs and as such,  
larger net revenues for governments. Other non-tax tobacco control measures will decrease the reve-
nue collected from taxation. However, the potential uncollected revenue is not lost from the economy 
- it is transferred from tobacco to other commodities that consumers will buy and pay tax on.

As higher consumption leads to shorter lives, and therefore lower reduction in health costs later, 
healthcare costs have been shown to be similar for smokers and non-smokers in the longer run. This 
argument is flawed, as it fails to take into account the value of human life and the impact of ill health 
on the economic growth (higher live expectancy is directly related to higher economic growth).
 
The correct approach involves a more inclusive use of economic arguments including placing a 
proper value on human life. This can be achieved with the use of quality adjusted life years or the 
Healthy Life Years Indicator – which is explained later in this toolkit.

Incorrect counter-logic
As a counter example to the above claim, then logic would follow - if tax is lowered then surely 
government revenues will rise? This is incorrect. A potent example of this inaccuracy is from Canada 
which reduced its tobacco taxes in 1994, under strong pressure from the tobacco industry, in a mis-
guided attempt to recover a loss of revenue caused by smuggling. 

One year after the implementation of the tax reductions, tax revenues had significantly fallen signifi-
cantly and cigarette consumption had increased. 25 26 This meant a huge net decrease in Canada’s 
budget, when taking into account all economic and societal costs.

25  
Shafey O, Eriksen M, Ross H, Mackay J. The tobacco atlas 
(3rd ed.). Atlanta, GA: American Cancer Society, 2009.  

26  
Blecher E, van Walbeek C. An international analysis of 
cigarette affordability. Tob Control 2004;13:339-46.  

>> Discover More

Argument / Fallacy Rebuttal Response

When tax rises,  
government revenues fall 

01

www.pubmedcentral.nih.gov/picrender.fcgi?artid=1747952&blobtype=pdf
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02

03
Tobacco industries 
do not benefit from 
smuggling

A rise in tax  
increases illicit trade

The tobacco industry argues that high differentials in taxation will lead to people smuggling on the 
black market. While there is some truth in this, this type of smuggling is only responsible for a small 
proportion of the illegal cigarettes in the EU. The vast bulk of tobacco smuggling is on a much larger 
scale – whole containers of un-taxed cigarettes, millions at a time. As no duty is paid anywhere, a 
reduction in tobacco duty would have no effect on this sort of smuggling. 

Tobacco companies argue that tax rates should be lowered to fight smuggling. This would, as dem-
onstrated above, have no effect on the vast bulk of smuggled tobacco which would continue to pay 
no duty anywhere. Also, even if it would be effective in cutting down the smaller trade in smuggled 
tobacco, the call to reduce taxation should still be resisted. It would be entirely wrong to reverse a 
perfectly rational and effective policy as a result of criminal activity. A better alternative would be 
to increase the costs and risks of smuggling by raising penalties, and improving enforcement of the 
law. 27 Large scale smuggling is a supply issue rather than a demand issue.

This argument is incorrect. Tobacco manufacturers do benefit from smuggling in four ways:
•  they are still paid for the cigarettes which are later smuggled so increases their trade;
•  smuggling ensures a supply of cheap cigarettes which help keep wavering smokers addicted
•  any smuggled cigarettes which are seized by customs need to be replaced in order to meet 

demand for the product, thus meaning that the tobacco companies earn profits twice on seized 
cigarettes; and, most importantly,

•  it allows them to argue for reduced taxation (and therefore increased consumption) in the legal 
market. 

Argument / Fallacy Rebuttal Response

27 
>> Download the document

http://www.ash.org.uk/files/documents/ASH_217.pdf
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Tobacco tax is  
unfair on lower  
socio-economic groups

Smoking is a “personal 
choice” and should not 
be punished by taxation

04

05

Whilst it is correct that taxes are paid disproportionately by the lower socio-economic groups,  
the argument that tobacco taxes are unfair ignores important points about lower socio-economic groups: 

Lower socio-economic groups are more price-responsive than those on higher incomes, increas-
ing the likelihood of cessation and prevention. These groups are more likely to smoke than higher 
economic groups (as lower income groups are more likely to be exposed to negative social determi-
nants of health e.g. poor environment, low education and social pressure to smoke) and they suffer 
disproportionately from lung cancer, heart disease and bronchitis. 

As ASH UK states, tobacco taxation is entirely avoidable and cessation is the most appropriate response 
for lower income groups. However, as smoking is addictive, quitting might be difficult. Therefore gov-
ernments should be encouraged to use tobacco taxes in the promotion of cessation schemes for lower 
socio-economic economic groups. 28

28 
>> Download the document

This argument is a subjective claim based on the rationale of freedom of choice.  
However, this argument negates a number of important factors such as:

•  Everyone has to pay taxes and smokers need to make their contribution as well as to pay for the 
externalities they cause;

•  Smoking is chemically and physiologically addictive, and smokers are not free to choose when ad-
dicted;

•  Most smokers would like to give up smoking but do not due to lack of incentives. Allowing tobacco 
to be cheap and accessible is not an incentive to quit;

•  Most smokers became addicted to tobacco as young teenagers, before having a chance to “choose” 
and make a rational choice to smoke as adults.

Argument / Fallacy Rebuttal Response

http://www.ash.org.uk/files/documents/ASH_217.pdf
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The Healthy Life Years (HLY) indicator is the European structural indi-
cator developed in 2005 and computed by Eurostat. It indicates the 
number of remaining years that a person of a certain age (usually at 
birth) is supposed to live without disability. It provides for a composite 
measure of population health on a single indicator through combining 
morbidity and mortality data. In essence, it measures disability-free 
life expectancy.  

Why is this indicator important?

The HLY indicator provides a more accurate view of population health 
by introducing the concept of health expectancy (quality of life) as 
compared to traditional population health indicators – such as, life 
expectancy (length of life). 

With the twin advent of increasing population longevity and increased 
cases of severe mental / physical impairments; life expectancy is no 
longer seen as the most accurate measure of population health. In face 
of such challenges confronting contemporary society, the HLY indica-
tor provides a better overview of health by providing the years a person 
actually lives in good health, how long they live in bad health and how 
long they can be economically productive (or unproductive) in society. 

HLY is a comparable and highly appropriate indicator that can be used 
as a tool to identify differences between countries, regions and areas. 
One of the key points about the HLY indicator is that it brings in the no-
tion of health as an economic factor in society. 

Tobacco taxation and HLY indicator - how can the 
indicator be used in practice?

Whilst the HLY indicator is a general tool that can be used in the ration-
ale for determining all types of health policy, it has a very specific and 
highly relevant meaning for tobacco taxation policy. Due to the way it 
presents health as an economic factor, the use of HLY indicator by gov-
ernments may make it easier to advocate for and promote increased 
tobacco taxation due to taxation’s ability to reduce the economic 
burden on society (by directly reducing health care costs and increas-
ing productivity of individuals). Such understanding of the economics 
of positive health measures may allow for closer cooperation between 
health and financial ministries, and change governmental policy 
mechanisms so that health considerations are taken into account for 
traditionally perceived “non-health” policies. 

At present, the added value of measuring health expectancy is widely 
recognised and used in over 65 countries. However, despite such suc-
cess, it is evident that the HLY indicator is not used by all governments 
in EU Member States. 

The challenge for tobacco control and public health advocates is to 
promote and lobby for the use of the HLY indicator so that more accu-
rate information is provided in governmental decision making process-
es to improve population health.

Healthy Life Years Indicator
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Growing evidence shows clearly that as taxes on tobacco products 
increase, a significant number of premature deaths will be averted as 
youth are deterred from taking up tobacco use and adult users quit or 
reduce consumption, leading to substantial reductions in the health 
and economic burden caused by tobacco use. 29

How to formulate strategies  
to gain optimal tax levels

Although minimum tobacco tax levels are set by the European Union, 
all taxation levels above the minimum are set by each member coun-
try. As such, each country must have a unique strategy based upon its 
own challenges and opportunities. 

To help determine your country’s optimal taxation rate, the following 
mapping tool can be used:

•  Use tobacco excise tax increases to achieve the public health goal of 
reducing the death and disease caused by tobacco use

•  Set tobacco excise tax levels so that they account for at least 70% of 
the retail prices for tobacco products

• Simple tax structures are best
•  Rely more on specific tobacco excises as the share of excise taxes in 

retail prices increases
• Adopt comparable taxes and tax increases on all tobacco products
• Eliminate tax and duty free sales of tobacco products

•  Where revenue increases are a goal, rely on tobacco tax increases to 
achieve revenue increases

•   Automatically adjust specific tobacco taxes for inflation
•  Increase tobacco taxes by enough to reduce the affordability of to-

bacco products
•  Include tobacco excise tax increases as part of a comprehensive strat-

egy to reduce tobacco use
•  Use a portion of tobacco tax revenues to support other tobacco con-

trol and/or health promotion efforts
•  Counter arguments that tobacco taxes increases reduce employment
•  Strengthen tobacco tax administrators’ capacity to monitor tobacco 

product markets and evaluate the impact of tobacco tax increases
•  Adopt new technologies to strengthen tobacco tax administration 

and minimize tax avoidance and evasion
•  Strengthen tobacco tax administrators’ capacity by licensing all in-

volved in tobacco product manufacturing and distribution
•  Ensure certain, swift and severe penalties for those caught engaging 

in illicit trade in tobacco products. 30

29  
Section taken from “WHO 
Technical Manual on Tobacco 
Tax Administration” pg.64  
 

>> Download the pdf 
(accessed January 2011)

30  
Section taken from “WHO 
Technical Manual on Tobacco 
Tax Administration” Chapter 5  

 

>> Download the pdf 
(accessed January 2011)

Summary of Best Public Health  
Practice for Tobacco Tax Systems

http://whqlibdoc.who.int/publications/2010/9789241563994_eng.pdf
http://whqlibdoc.who.int/publications/2010/9789241563994_eng.pdf
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What do public health advocates need to do to 
influence taxation policies for their country’s 
benefit?

There are many different ways to influence changes in your country’s 
policy process but one should bear in mind that, in principle, tobacco 
taxation is no different than other policy processes. However, as to-
bacco control advocates are not as well versed on tobacco taxation as 
other tobacco control policies, you should pay particular attention to 
strategic planning if a difference is to be made in this topic (whether 
at the national, European or international level). 

It is often the case that we, as the tobacco control community, are 
familiar with engaging in a dialogue with the Ministry of Health but, 
no matter how versatile we may have become with the intricacies of 
tobacco taxation after attending the TobTaxy capacity building work-
shops and studying this toolkit, such dialogue will not make a lasting 
difference unless we are able to engage with the entire policy making 
process. As such, you will need to have dialogue with the Ministry of 
Finance and the Members of Parliament interested in this subject. 

Strategic planning will be very important for your organisation (or 
coalition) whilst planning to work on tobacco taxation. Whether your 
organisation has already dedicated a lot of time to FCTC Article 6 and 
Article 15, strategic planning always deals with at least one of the fol-
lowing key questions:

• Why are we here?
• Where do we want to go?
• What will we do to get there?

In this context, applying the multiple streams model of policy-making 
defined by J.W. Kingdon 31 (1984) could be very useful in developing your 

strategic plan. To summarise, Kingdon’s model underlines the exist-
ence of three distinct, but complementary processes, or streams, in 
policy-making. Kingdon argues that it is the “coming together” of these 
3 streams that allows, at a given time and in a given context, for a par-
ticular issue to be turned into a policy. These three streams are:

> The stream of problems
> The stream of policies
> The stream of politics

On the next page it will be explained  
how this model can be applied  
to tobacco taxation.  

Dear Minister of Finance,  
people are dying of terrible 
smoking related diseases!  

We need your help!

I’m sorry to hear this. 
But shouldn’t you be 

talking to the Minister of 
Health?!

Misunderstanding

31  
 >> Access via  

http://www.metagora.org/

training/encyclopedia/ 

Kingdon.html 

http://www.metagora.org/training/encyclopedia/Kingdon.html
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Stream of Problems

Is “tobacco taxation” a subject that your national government, and, 
in particular, your Ministry of Finance, will pick up as one of its priori-
ties during this budget year? Whether this is the case or not, how will 
your organisation “frame” its argument so to catch the government’s 
attention? And how do think that your argument will fare compared to 
other finance concerns that your government has to deal with at the 
moment? Also, are you familiar with and can you rebut/refute/argue 
against the statements of your opponents? Do you have enough facts? 
Could you articulate them in front of a journalist (or an official of the 
Finance Ministry, or a Member of Parliament)? You need to be able to 
respond to these questions in order to go far with influencing tobacco 
taxation: the rationale behind the stream of problems is that a given 
situation has to be identified and explicitly formulated as a 
problem or issue for it to bear the slightest chance of being 
transformed into a policy. This is why it will be important for you 
to ensure some of the following (depending on your analysis of your 
country at a particular given time):

1 /  Dedicate time to monitor arguments against tax rise pre-
sented by both the tobacco industry and the officials (some 
officials repeat industry arguments simply because no-one has 
challenged these arguments in personal contact with them. While 
tobacco advocates are fewer and their time more strained, on the 
contrary, the tobacco industry has well-paid officers to maintain 
such contacts and perpetuate the false arguments);

2 /  Prepare and present counter arguments based on national 
data (for example, in 2009 a tax rise was proposed in Ukraine and 
the former Prime Minister claimed that it would be detrimental for 

employment. NGO advocates in Ukraine contacted the govern-
ment and challenged the Prime Minister’s statement by presenting 
national statistics revealing that cigarette production had recently 
increased, while employment on tobacco factories had decreased, 
which proved that employment was affected by other factors than 
tax)

3 /  Monitor tobacco economics data in detail including monthly 
data when available: revenue, production, export, import, prices, 
CPI, employment, etc. Find data for previous years to increase the 
accuracy of the data and identify trends. As shown in the previous 
example, this can help identify factual counter-arguments. 

4 /  Develop country relevant messages (for example, in countries 
where the CPI for tobacco products is much lower than general CPI, 
cigarettes become cheaper in relation to other goods. The message 
could then be “when prices for healthy products are on the rise, 
cigarette prices should be increased at least to the same extent”. 
(For example, the UK has recently decided (in 2012) to implement a 
policy of increasing tobacco prices by 5% above inflation).

5 /  Monitor all studies and reports on tobacco taxation and 
smuggling. Those sponsored by the tobacco industry particu-
larly suffer flaws in the reporting and interpretation of data – but 
with good national data and the help of experienced international 
experts, appropriate counter-arguments can be produced. For ex-
ample, industry reports usually overestimate the proportion of the 
illegal market using flawed methods.

6 /  Develop media messages for general public to support tax 
rises and to counteract industry. 
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The stream of policies

Do you know when the next budget will be decid-
ed and who will be involved in the process? Do you 
know if there is a policy underpinning tobacco tax-
ation? Do you know how to find the tobacco tax 
policy on the internet (or somewhere else?) and if 
not, should you do something about having access 
to that legislation? Do other organisations, such 
as the tobacco industry, know more about all this 
than you do and, if so, why? What are the mecha-
nisms available so that the current tobacco taxa-
tion policy can be changed and proposed? Who/
what can help the Ministry of Finance to draft a 
proposal for tobacco taxation policy reform? It is 
also important to note here that tobacco taxa-
tion policy is not the sole responsibility of the 
Finance Ministry. Other branches of government, 
such at the Ministry of Health, but also the Parlia-
ment, have an interest in, or the capacity to, affect 
tobacco taxation policies. In fact, all government 
branches (executive, legislative and judiciary) are 
responsible for setting and implementing tobacco 
tax policies could/should be engaged. Whilst it is 
true that the Ministry of Finance tends to operate 
on its own in most countries, this is largely due 
to the fact that it is not often challenged by other 
government branches.

The stream of politics

Do you know anyone in government who could 
help you? Do you have any influential friends / allies 
and if not, why not? We all know the importance of 
political champions and we should not underesti-
mate the importance of such persons for tobacco 
taxation. Does your Ministry of Health understand 
tobacco taxation? If yes, work with them! Do you 
know a Member of Parliament interested in the 
subject? If this is the case, work with them even 
more closely for they could help you more than you 
think! Finally, political events, such as an impend-
ing election or a change in government, can lead 
a given topic and policy to be included or excluded 
from the agenda. Indeed, the dynamics and special 
needs created by a political event may change the 
agenda. In the political stream, consensus is usu-
ally obtained as a result of bargaining rather than 
persuasion. Thus, more attention is paid to as-
sessing the costs and benefits of a policy proposal 
than to underlining its analytical importance and 
relevance. Identifying “champions” and establishing 
a good contact with them is very important for the 
stream of politics to be channeled towards the side 
of NGOs. 
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Finally, once you have identified the above, it will be crucial for your 
organisation to decide on:

What - the strategies and tasks that must be undertaken

Who - the organisations/persons who have responsibility of each of 
the strategies/tasks: Please note that, ideally, the team should include 
tobacco control advocates, as well as those with an economics back-
ground, so as to facilitate the development of advocacy plans at na-
tional level for a tobacco regime that addresses both public health and 
fiscal concerns. You could also contact international organizations to 
get additional help with your strategy, or political support (e.g. WHO, 
FCA), or work with colleagues from neighboring countries.

When - the timelines in which strategies/tasks must be completed

How much - the amount of financial resources provided to complete 
each strategy/task (staff time or budget for hiring an economist or 
consultant to help you)

Do note that few organisations spend enough time asking themselves 
the questions outlined in the sections above and it is our strong recom-
mendation that you do so within your team or within your coalition. If 
you do all the above, you won’t fail. We strongly recommend to you to 
spend time and efforts in the planning process: spending a year plan-
ning is better than working on a subject for years without a plan.....
particularly when it comes to tobacco taxation. 

And finally, we would love to hear your stories. Let us know and share 
the stories of your plans and strategies. We certainly look forward to 
read them. And more importantly, your stories and your experience 
will help inform and inspire other organisations, in other countries, in 
their own activities to influence tobacco taxation.
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