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ABSTRACT

Objective To analyse the extent to which parties to the
WHO Framework Convention on Tobacco Control (FCTC)
have implemented Article 6 since the convention’s entry
into force.

Methods Compliance was measured using nine
indicators, derived from the 2016 version of the FCTC's
reporting instrument’s core questionnaire, and the WHO's
MPOWER cigarette affordability measure. Data were
collected from WHO country profiles, and the 12 country
mission reports by the Impact Assessment Expert Group.
Results The number of parties reporting any type of
excise tax increased from 87% (134/154) in 2008 to
92% (160/174) in 2016. Specific excise tax systems
were implemented by 36% (63/174) of FCTC ratifying
countries in 2016, up from 32% (49/154) in 2008.

The proportion of parties with mixed tax structures has
increased from 25% (39/154) in 2008 to 32% (56/174)
in 2016. The proportion of parties that levy the tax as a
fully ad valorem tax has decreased from 29% (45/154) in
2008 to 24% (42/174) in 2016. Cigarettes have become
less affordable in 46% (78/168), more affordable in 13%
(21/168) and unchanged in terms of affordability in 41%
(69/168) of parties between 2008 and 2016. The number
of parties that earmark tobacco tax revenues for public
health increased from 13 in 2008 to 30 in 2016. Many
finance ministries are hesitant to increase the excise tax,
mainly due to illicit trade concerns.

Conclusion While there has been some improvement
in tobacco tax policy over time, parties should adopt
stronger tax measures, despite industry opposition and
threats about illicit trade. Parties should implement FCTC
Avrticle 5.3 and ratify the Protocol to Eliminate lllicit Trade
in Tobacco Products.

INTRODUCTION

The World Health Organisation's Framework
Convention on Tobacco Control (WHO FCTC,
hereafter FCTC) is the world’s first public health
treaty, and became effective on 27 February 2005."
It was developed with the objective of protecting
current and future generations from the harmful
effects of tobacco use, and exposure to tobacco
smoke.> The FCTC recommends that ratifying
countries adopt policy measures to reduce both the
demand for (Articles 6-14) and supply of (Articles
15-17) tobacco products.” These recommendations
are based on scientific evidence, best practice and
the experience of countries that have effectively
implemented tobacco control policies in ways that
have improved the health of their populations. To

date, 181 parties—representing 90% of the world’s
population—have ratified the treaty.’

The year 2015 marked the milestone of 10 years
since the FCTC’s entry into force.* To commem-
orate the occasion, the Conference of the Parties
(COP) mandated the formation of an Expert Group
to determine the extent to which the FCTC had
enabled countries to implement effective tobacco
control policies in its first decade.’

Article 6 of the FCTC commits parties to using
tax and price policies to reduce tobacco use.

To assist parties in their implementation of
Article 6, guidelines for its implementation were
adopted by the COP at its sixth session in October
2014.° The Article 6 guidelines recommend, among
other things, that parties implement simple tobacco
taxation systems by adopting specific or mixed
excise systems (as opposed to purely ad valorem
systems), that tax rates be adjusted regularly to
account for inflation and income growth, that tax
rates be applied uniformly to all products, and that
a proportion of tobacco tax revenues collected be
earmarked to finance tobacco control.®

Tax and price policies are widely recognised as
the most effective means of influencing the demand
for—and thus the consumption of—tobacco prod-
ucts.”” As a consequence, implementation of FCTC
Article 6 is an essential element of a country’s
tobacco control strategy and public health improve-
ment efforts. In spite of this, the evidence review
found that global progress in the implementation
of Article 6 has advanced slowly in comparison
to other substantive articles of the FCTC.* The
purpose of this paper is to analyse the impact of the
FCTC on the adoption of national tobacco taxation
policies, in accordance with Article 6, and to iden-
tify barriers that prevent better tax structures and
higher tax levels.

DATA AND METHODS

We track countries’ compliance with nine indica-
tors drawn from the core questionnaire of the 2016
FCTC Reporting Instrument administered by WHO
FCTC Secretariat.'® The instrument measures the
extent to which Article 6 has been implemented
between 2007 (the year of the first FCTC reporting
cycle) and 2016 (the year of the most recent FCTC
reporting cycle). In addition to the indicators
derived from the FCTC reporting instrument, we
also use the WHO’s MPOWER measure for ‘ciga-
rette affordability’ in our analysis.'' This is because
questions on cigarette affordability were only intro-
duced to the FCTC reporting instrument in 2016,
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Table 1 List of indicators used

Topic Indicators

Tax structure Only specific tax levied

Only ad valorem tax levied

Combination of specific and ad valorem taxes levied
Proportion of the retail price consisting of taxes
prices Trends in taxation

Trends in retail prices

WHO MPOWER affordability measure

Tobacco tax earmarking

Progress made in implementing Article 6

Trends in taxation and

Other indicators used

Additional information concerning price and tax measures

and studies have shown that affordability is at least equal to—or
more relevant than—the tax burden (tax as a percentage of retail
price) to evaluate the effectiveness of tobacco tax policies.'* 3

Table 1 lists the 10 indicators that we used to assess the impact
of the FCTC on the adoption of FCTC-compliant tax and price
policies since the treaty’s entry into force. These indicators were
chosen because countries’ compliance with each indicator has
been tracked consistently—both by the WHO and the FCTC
Convention Secretariat—since the FCTC’s entry into force, and
these indicators reflect the major provisions with which coun-
tries are expected to comply. The chosen indicators allow for
an analysis of changes in tobacco taxation systems, changes in
the tobacco tax burden and cigarette affordability, as well as the
earmarking of tobacco taxes for financing of tobacco control and
other public health initiatives.

To measure compliance with each of these indicators, we
drew on data compiled by the WHO’s biennial Global Report
on the Tobacco Epidemic.'" ¥ These data provide measures
of countries’ compliance with each of the above indicators for
all even-numbered years between (and including) 2008 and
2016. Given our focus on the FCTC and its implementation,
our initial intention was to use information generated by the
parties in their implementation reports submitted to the FCTC
Convention Secretariat. These reports are available on the Secre-
tariat’s online implementation database.'® However, these data
presented two problems which prompted us to seek an alterna-
tive source.

First, the number of observations in the Secretariat’s data-
base is contingent on parties submitting their implementation
reports and answering all questions on the relevant indicators
in those reports. Because the number of observations for each
indicator is contingent on parties’ reporting, we risked overesti-
mating compliance if countries do not report on an issue because
they are non-compliant. The extent of the potential bias is made
evident when one considers that, in 2012, only 98 of the 174
parties to the FCTC (56%) provided a report which answered
the question that measured compliance with the recommenda-
tion in Article 6 that countries implement an excise tax policy to
reduce the demand for tobacco.

The data underpinning WHO?’s Global Report on the Tobacco
Epidemic, on the other hand, are obtained independently by
WHO and do not rely on countries’ commitment to fill out
the reporting instrument. This mitigates the potential for biases
in our measurement of compliance due to parties’ selective
reporting.

Second, we found discrepancies in parties’ implementation
reports for some indicators, which also prompted us to seek an
alternative source. Parties’ implementation reports are usually

completed by an official in the ministry of health, who may have
limited understanding of the excise tax regimen. For example, of
the six African (AFRO) countries that reported the tax burden
on cigarettes in both 2014 and 2016, three countries (Ghana,
Madagascar and Mali) reported unrealistic declines (from 88%
to 30%, 73.5% to 20% and 79.7% to 35%, respectively), which
raised questions about the accuracy of the reported tax burdens,
not only for these three countries, but generally.

We also noticed that, in their first implementation report,
several countries wrongly reported that they did not have an
excise tax, whereas in fact they did. Using such data would bias
our conclusions regarding the association between FCTC ratifi-
cation and the adoption of tobacco excise taxation regimens. It
would wrongly create the impression that the adoption of the
FCTC was associated with an increase in the number of coun-
tries that have adopted an excise tax system. Because WHO data
do not rely on self-reporting, the potential for such discrepancy
is reduced.

Besides addressing the two concerns outlined above, WHO
data offered the added benefit of including trends in cigarette
affordability over time, an indicator only introduced to the
FCTC reporting instrument in 2016. Because WHO’s sample
is global, as opposed to being confined to only FCTC ratifying
countries, we tailored WHO’s compliance data to reflect only
those countries who had ratified the FCTC in each reporting
year. Data on the status of FCTC ratification were obtained
from the United Nations Treaty Section.!” Table 2 summarises
the maximum potential sample on which we could report for
each indicator.

In addition to the trend analysis of the adoption of FCTC-com-
pliant price and tax policies over time, we also include anec-
dotal evidence from the 12 country missions undertaken by the
seven-member WHO FCTC Impact Assessment Expert Group.
These missions occurred between November 2015 and May
2016. While Article 6 of the FCTC addresses the taxation of all
tobacco products, we limit our analysis to trends in the taxation
and price of cigarettes, on account of the paucity of data on
non-cigarette tobacco products.

RESULTS

Tax structure

Opverall, the total number of parties that reported levying some
form of excise tax on tobacco products increased from 134 of
154 parties (87%) in 2008 to 160 of 174 parties (92%) in 2016
(table 3).

Eight of the 20 parties that did not levy any form of excise tax
in 2008 had introduced excise taxes subsequently. Of these eight
parties, three introduced a purely ad valorem system (Mauritania,
Iraq and Grenada) and five implemented a purely specific excise
taxation system (Bahrain, Iran, Saudi Arabia, Kiribati and Palau).
As of 2016, only 12 countries (six from the Eastern Mediterra-
nean (EMRO), one from South-East Asia (SEARO), one from
the Americas (AMRO), one from Africa (AFRO) and three from
the Western Pacific (WPRO)) do not report any excise taxes, but
levy only value added taxes and import duties. None of these 12
countries produce cigarettes locally, which means that the import
duty becomes the de facto excise tax. Table 4 offers a breakdown
of the types of excise tax levied by each WHO region over time.

Globally, mixed tax systems (ie, a combination of specific and
ad valorem taxes) have become more widely used over time,
increasing from 25% in 2008 to 32% in 2016. Specific excise tax
systems remain the most popular, having increased from 32% in
2008 to 36% in 2008. The number of parties that levy the tax as
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Table 2 Number of countries that have ratified the FCTC, 2008—-2016

Region 2008 2010 2012 2014 2016
Africa (AFRO) 36 40 40 43 43
Americas (AMRO) 26 28 29 30 30
Eastern Mediterranean (EMRO) 17 19 19 19 19
Europe (EURO) 44 46 49 50 50
South-East Asia (SEARO) 10 10 10 10 10
Western Pacific (WPRO) 27 27 27 27 27
Total 160 170 174 179 179

Source, constructed based on the FCTC ratification status listed in the United
Nations Treaty Section.

All countries who had ratified the FCTC by the relevant year are included in the
sample.

FCTC, Framework Convention on Tobacco Control.

a fully ad valorem tax has decreased from 299% in 2008 to 24%
in 2016.

The predominant taxation regimen varies by region. Parties
from the EURO region favour a combination of specific and ad
valorem taxes. Countries in the European Union are bound by
the EU directives which mandate a mixed tax system. Parties in
the Western Pacific region have a preference for specific tax only,
whereas African parties have a strong preference for ad valorem
tax systems.

While some parties (eg, Chile and Costa Rica between 2012
and 2014) have made progress in simplifying their tax struc-
tures by relying more on specific taxes,”” others have not. Tiered
taxes, which impose differentiated tax rates based on some char-
acteristics of the product, were still used in 31 of the 159 parties
(19%) for which these data were available in 2016. Notable
parties that have changed their tax structure in the past decade
to reflect the FCTC’s recommendations include Pakistan?' and
the Philippines.** In 2013, both parties replaced their complex,
multitiered tax systems with simplified specific tax systems that
are easier to implement, improve health outcomes, maximise
revenue collected and reduce the likelihood of tobacco industry
manipulation to circumvent tax increases.”' **

Table 3 Percentage of parties that levy an excise tax on cigarettes,
by WHO region

Region 2008 2010 2012 2014 2016
AFRO 94% 95% 92% 95% 98%
(34/36) (37/39) (36/39) (40/42) (39/40)
AMRO 92% 96% 93% 93% 97%
(24/26) (27128) (27129) (28/30) (29/30)
EMRO 47% 47% 47% 44% 68%
(8/17) (9119) (9/19) (8/18) (13/19)
EURO 100% 100% 100% 100% 100%
(43/43) (46/46) (49/49) (50/50) (50/50)
SEARO 86% 86% 88% 78% 78%
(6/7) (6/7) (7/18) (719) (719)
WPRO 76% 75% 81% 88% 85%
(19/25) (18/24) (21/26) (22125) (22/26)
Total 87% 88% 88% 89% 92%
(134/154) (144/164) (149/170)  (155/174) (160/174)

Source, estimates constructed from data contained in the individual tobacco control
‘country profiles of FCTC ratifying countries published by WHO in 2009, 2011,
2013, 2015 and 2017.

All percentages rounded to the nearest whole number; EURO region does not
include the European Union.

FCTC, Framework Convention on Tobacco Control.

TRENDS IN TAXATION AND PRICES

Table 5 shows the mean and median share of excise taxes in the
price of a pack of the most-sold brand of cigarettes, by WHO
region, between 2008 and 2016. We also include the interquar-
tile range (IQR) as a measure of spread. Globally, there has been
an increase in the share of the excise taxes in the price of a pack
of the most-sold brand of cigarettes over the period of interest.
The mean share of excise taxes has gradually increased from
33% of the retail price in 2008, to 36% of the retail price in
2016. The mean (and median) excise tax share increased in the
WPRO and EMRO regions, but it remained largely constant in
the AFRO and AMRO regions. With a median excise tax share of
58% in 2016, the EURO region comes closest to the 70% target
set in the Article 6 guidelines. With a median excise tax burden
of 17% and 20%, respectively, in 2016, EMRO and AFRO are
farthest from the Article 6 target.

Retail prices of cigarettes have shown an increase over the
same period (table 6). Globally, the median retail price on the
most-sold brand increased from 3.10 international dollars in
2008, to 4.94 international dollars in 2016. As at 2016, the
highest prices are observed in the EURO region, followed by
WPRO and SEARO. The lowest prices are observed in the
AFRO region, where the median price is 3.42 international
dollars.

The relationship between excise taxes and the retail price (ie,
the tax burden) and trends in the retail price are two dimensions
of the effectiveness of tax policy. Changes in tobacco taxes are
only effective as a tobacco control tool if they raise the retail
price of cigarettes so that cigarettes become less affordable over
time.'" Tobacco products become less affordable if the price
of cigarettes increases by a greater percentage than the sum of
the inflation rate and the growth in per capita income, over
time."" Figure 1 shows changes in cigarette affordability between
2008 and 2016 for the 168 parties that had comparable data
over this period, where cigarette affordability is measured as the
percentage of per capita GDP required to purchase 100 packs of
20 cigarettes.

Of the 168 parties, cigarettes became less affordable in 46%
(78/168), remained constant in 41% (69/168), but became more
affordable in 13% (21/168) of parties. Eleven of the 21 parties
in which cigarettes became more affordable over the 2008-2016
period are from the African region.

Although cigarette affordability has decreased, or remained
the same, in most parties since 2008 (figure 1), many parties do
not have a policy of consistently reducing the affordability of
cigarettes over time. We find that, of the 72 parties for which
cigarettes had become less affordable between 2012 and 2014,
cigarettes became more affordable in 33 of those parties (46%)
between 2014 and 2016. This illustrates the need for automatic
adjustments in taxes to account for changes in inflation and
income growth.

As at 2016, only 15 parties automatically adjust their specific
excise tax to account for inflation. For example, in 2012 the
Philippines introduced its ‘Sin Tax’ reform, which substantially
simplified and increased the excise tax between 2013 and 2017,
and provided for an automatic annual 4% increase in cigarette
taxes after 2018.* In December 2013, Australia implemented
the first of four preannounced annual 12.5% tobacco excise
tax increases, in addition to biannual inflation adjustments.**
In 2016, the Australian government announced a further four
rounds of 12.5% annual increases in tobacco excise, which
began in July 2017.%
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Table 4 Type of excise tax regimen, by WHO region

WHO Region 2008 2010 2012 2014 2016
AFRO (n=36) (n=39) (n=39) (n=42) (n=40)
Specific only 33% 31% 26% 29% 28%
Ad valorem only 58% 62% 64% 60% 58%
Combination of specific and ad valorem 3% 3% 3% 7% 13%
No excise tax 6% 5% 8% 5% 3%
AMRO (n=26) (n=28) (n=29) (n=30) (n=30)
Specific only 38% 46% 41% 43% 47%
Ad valorem only 54% 39% 28% 27% 27%
Combination of specific and ad valorem 0% 1% 24% 23% 23%
No excise tax 8% 4% 7% 7% 3%
EMRO (n=17) (n=19) (n=19) (n=18) (n=19)
Specific only 12% 5% 5% 17% 32%
Ad valorem only 24% 21% 21% 17% 26%
Combination of specific and ad valorem 12% 21% 21% 1% 1%
No excise tax 53% 53% 53% 56% 32%
EURO (n=43) (n=46) (n=49) (n=50) (n=50)
Specific only 23% 20% 18% 22% 22%
Ad valorem only 2% 4% 6% 4% 4%
Combination of specific and ad valorem 74% 76% 76% 74% 74%
No excise tax 0% 0% 0% 0% 0%
SEARO (n=7) (n=7) (n=8) (n=9) (n=9)
Specific only 29% 14% 25% 22% 44%
Ad valorem only 29% 29% 25% 22% 1%
Combination of specific and ad valorem 29% 43% 38% 33% 22%
No excise tax 14% 14% 13% 22% 22%
WPRO (n=25) (n=24) (n=26) (n=25) (n=26)
Specific only 56% 50% 58% 64% 65%
Ad valorem only 12% 13% 12% 12% 12%
Combination of specific and ad valorem 8% 13% 12% 12% 8%

No excise tax 24% 25% 19% 12% 15%
Total (n=154) (n=164) (n=170) (n=174) (n=174)
Specific only 32% 30% 29% 33% 36%
Ad valorem only 29% 28% 26% 25% 24%
Combination of specific and ad valorem 25% 30% 32% 32% 32%
No excise tax 13% 12% 12% 1% 8%

Source, Estimates constructed from data contained in the individual tobacco control ‘country profiles’ of FCTC ratifying countries published by WHO in 2009, 2011, 2013, 2015

and 2017.

All percentages rounded to the nearest whole number; EURO region does not include the European Union. The sum of the percentages may not add to 100 due to rounding.

FCTC, Framework Convention on Tobacco Control.

Earmarking tobacco taxes

The purpose of tobacco tax earmarking is to dedicate a portion of
taxes or revenues from tobacco taxation to health and/or tobacco
control. Earmarking partially corrects the negative externality
of tobacco use.?® In 2008, 13 of the 160 parties (8%) earmarked
tobacco taxes for health purposes. As of 2016, 30 parties (16%
of ratifying countries) dedicate (at least a portion of) tobacco tax
revenue for health purposes. Only 10 of these 30 parties (6% of
ratifying countries) dedicate a portion of this revenue to tobacco
control specifically.

Anecdotes from impact assessment country visits

Twelve countries were visited by the WHO FCTC Impact Assess-
ment Expert Group between November 2015 and May 2016.
While most discussions were with officials from the ministries of
health and other health-focused groups, the Expert Group also
had discussions with officials from the ministries of finance and
customs, the revenue authority and groups with an economic
focus.

Asked which FCTC article is regarded the single most
important and influential article, most respondents from the
health ministry identified Article 8 (smoke-free policies) as the
most important. This may stem from the ‘visibility’ of smoke-free
policies. Smoke-free laws are immediately visible as a smoke-free
environment, especially when these laws are enforced effectively.
According to these officials, smoke-free policies act as a foun-
dation on which other tobacco control interventions, including
increases in the excise tax, can be built.

While there was agreement that increasing the excise tax is
an important tobacco control instrument, health ministry offi-
cials often had a very cursory understanding of the more tech-
nical aspects of the tax system, for example, the structure of the
excise tax. Excise tax was often perceived as a finance issue, not
a health issue. In many countries, the relationship between the
health ministry and the finance ministry (and related govern-
ment institutions) is quite strained.

Finance ministries indicated that it was often difficult to
raise the excise tax. Sometimes the legislative process to change
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Table 5 Excise tax share in the price of a pack* of the most-sold
brand of cigarettes between 2008 and 2016, by WHO region

Region 2008 2010 2012 2014 2016
AFRO (n=36) (n=39) (n=39) (n=42) (n=40)
Mean 23% 24% 21% 23% 24%
Median  16% 17% 16% 18% 20%
IQR 23% 25% 24% 20% 19%
AMRO (n=26) (n=28) (n=29) (n=30) (n=30)
Mean 32% 33% 32% 32% 34%
Median 30% 34% 30% 31% 33%
IQR 26% 24% 35% 31% 27%
EMRO (n=17) (n=19) (n=19) (n=18) (n=19)
Mean 19% 22% 23% 21% 26%
Median 0% 0% 0% 0% 17%
IQR 33% 39% 52% 43% 44%
EURO (n=43) (n=46) (n=49) (n=50) (n=50)
Mean 49% 52% 51% 51% 51%
Median ~ 57% 59% 58% 57% 58%
IQR 19% 1% 12% 16% 13%
SEARO (n=7) (n=7) (n=8) (n=9) (n=9)
Mean 34% 36% 38% 34% 31%
Median ~ 29% 29% 40% 30% 26%
IQR 36% 37% 35% 43% 37%
WPRO (n=25) (n=24) (n=26) (n=25) (n=26)
Mean 28% 29% 32% 36% 36%
Median 30% 28% 29% 42% 37%
IQR 47% 50% 42% 34% 35%
Global (n=154) (n=164) (n=170) (n=174) (n=174)
Mean 33% 34% 34% 35% 36%
Median 32% 34% 33% 34% 36%
IQR 44% 45% 45% 43% 41%

Source, estimates constructed from data contained in the individual tobacco control
‘country profiles’ of FCTC ratifying countries published by WHO in 2009, 2011,
2013,2015 and 2017.

*20 pieces; all percentages rounded to the nearest whole number; EURO region
does not include the European Union.

FCTC, Framework Convention on Tobacco Control.

the excise tax is onerous. Often the threat of illicit trade was
raised as a reason why the excise tax should not be increased.
The influence of the tobacco industry in dissuading ministries of
finance from increasing the excise tax was very obvious in some
countries.

These barriers notwithstanding, the FCTC has contributed
to progress in the implementation of price and tax measures to
reduce the demand for tobacco. For example, the Expert Group
found that following FCTC ratification, the UK adopted two
sets of regulations with the intention of supporting health objec-
tives. These are the duty escalator for cigarettes and hand-rolled
tobacco products, adopted in 2010, and the rebalancing of ciga-
rette duties in 2011 to reduce price differentials and combat
downtrading. These regulations have given the UK some of the
highest cigarette taxes and prices in the EU, and the world.

DISCUSSION

Despite the fact that increasing the excise tax is generally regarded
as the single most effective tobacco control intervention, parties
to the FCTC have implemented Article 6 at a substantially lower
rate than other FCTC articles.* Whereas Article 8 (smoke-free
policies) and Article 11 (banning of tobacco advertising, promo-
tion and sponsorship) have average implementation rates of

Table 6 Price of a pack* of the most-sold brand of cigarettes in
international dollars (adjusted for purchasing power parity) between
2008 and 2016, by WHO region

Region 2008 2010 2012 2014 2016
AFRO (n=36) (n=38) (n=38) (n=41) (n=39)
Mean 2.97 3.32 3.06 3.49 3.82
Median 2.48 2.72 2.25 2.57 3.42
IQR 1.76 1.88 1.51 1.60 2.25
AMRO (n=26) (n=28) (n=29) (n=30) (n=30)
Mean 3.49 3.51 4.54 5.04 5.92
Median 3.26 2.77 432 4.26 4.76
IQR 1.61 1.71 1.83 2.08 3.04
EMRO (n=17) (n=17) (n=18) (n=18) (n=18)
Mean 2.46 2.74 3.1 3.58 4.53
Median  2.53 2.75 3.28 3.87 3.83
IQR 1.17 1.53 1.58 2.28 2.90
EURO (n=43) (n=46) (n=49) (n=50) (n=50)
Mean 4.08 4.53 5.18 5.87 6.71
Median  4.00 4.72 5.42 6.11 6.66
IQR 2.10 2.56 3.39 333 3.09
SEARO (n=8) (n=8) (n=8) (n=8) (n=8)
Mean 4.10 4.10 4.68 5.24 7.00
Median  3.77 337 3.94 431 5.39
IQR 2.34 2.41 2.49 3.38 4.30
WPRO (n=22) (n=21) (n=24) (n=23) (n=24)
Mean 4.15 429 4.95 5.21 6.61
Median 4.03 3.84 4.18 4.25 5.54
IQR 3.29 3.21 412 3.98 7.15
Global (n=152) (n=161) (n=166) (n=170) (n=169)
Mean 3.55 3.87 430 4.80 5.67
Median 3.10 3.39 3.70 418 494
IQR 232 2.58 3.43 3.71 4.24

Source, estimates constructed from data contained in the individual tobacco control
‘country profiles’ of FCTC ratifying countries published by WHO in 2009, 2011,
2013, 2015 and 2017.

*20 pieces; all values rounded to two decimal places; EURO region does not include
the European Union.

FCTC, Framework Convention on Tobacco Control.

889% and 76%, respectively, the average implementation rate for
Article 6 stands at only at 65%." This is cause for concern.

The Expert Group found that the effectiveness of increasing
the excise tax is often not appreciated by government officials.
Whereas non-tax tobacco control measures are typically once-off
interventions (eg, smoke-free policies or advertising bans, once
they are implemented and enforced, cannot be implemented
again), this is not true of raising the excise tax. There is no logical
upper limit to the excise tax. A few parties, like Australia and
the Philippines, have adopted policies to preannounce automatic
and substantial increases in the excise tax for a number of years.
The prospect of continuously increasing tobacco prices acts
as a strong incentive for smokers to quit smoking, continuing
smokers to smoke less and non-smokers to not start smoking.

The structure of tobacco taxes implemented in a country
has important implications for both public health and public

Average implementation rates for each article are calculated
by the FCTC Convention Secretariat as the percentage of the
reporting parties that provided an affirmative answer in respect
of the indicators used to measure implementation of a particular
FCTC article."
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finance.”” The most appropriate tax structure is one which
reduces tobacco consumption, minimises the opportunities for
downtrading, and increases government revenue. Generally,
specific excise taxes are simpler to administer and offer a more
predictable revenue stream than ad valorem taxes.”” Increasing
specific excise taxes also result in fairly uniform price increases
across all the tobacco product categories, whereas ad valorem
excise taxes can create large price differentials between (and
within) tobacco product categories.”’” The only drawback of
specific taxes is that they can be eroded by inflation, which
necessitates regular increases in the nominal excise tax.

Taking cognisance of a large and growing literature on the
importance of the structure of the excise tax, the guidelines
to Article 6 encourage parties to adopt simple tax struc-
tures. Parties are advised to increase the specific component
of the excise tax and decrease the ad valorem component.
The specific component should be adjusted regularly to take
account of inflation and income growth. It is encouraging that
countries are moving away from purely ad valorem taxes to
either mixed tax systems or specific taxes. Africa is in the most
vulnerable position of all WHO regions in the matter of excise
taxation structure as it has the largest proportion of countries
with ad valorem rates.

While tobacco taxes are widely supported, earmarking is a
contentious topic. In some countries earmarking of tobacco
taxes is anathema, while in other countries earmarking a
proportion of the revenue for public health or poverty alle-
viation projects makes raising the excise tax more politically
palatable. The fact that there has been just over a doubling
between 2010 and 2016 of the number of countries that
earmark tobacco revenues means that earmarking is becoming
more mainstream.

The study has limitations. In the absence of a counter-
factual or a sizeable control group, one is unable to ascribe
causality to the observed progress made in the implementa-
tion of Article 6 to the FCTC’s efforts. The most that can
be inferred is a strong association. Additionally, while Article
6 is concerned with price and tax measures used to reduce

demand for all tobacco products, our analysis was confined to
cigarettes. Information on the tax regimens of tobacco prod-
ucts other than cigarettes is often sparse and inadequate. The
lack of this information prevents an assessment of the impact
of the FCTC on price and taxation policies in relation to such
products. Data collection needs to be intensified for other
tobacco products.

Given that this study’s focus was on how the FCTC supported
countries in their implementation of better tax structures and
policies, the most appropriate data, a priori, would have been
the parties’ submissions to the FCTC Secretariat through the
reporting instrument. However, the quality of the self-reported
tax and price data in these reports were of such variable quality
that we had no choice, but to use data from the WHO’s Global
Report on the Tobacco Epidemic. While the Secretariat offers
support to parties in fulfilling their reporting obligations through
the provision of step-by-step instructions on completion of the
reporting instrument, there is a need for more direct support to
be offered to parties, specifically in respect of Article 6.

Despite these limitations, our results suggest that there has
been some progress in tax policy and tax levels, over time,
but that there is much scope for further improvement. Anec-
dotal evidence from the in-country visits indicates that tobacco
industry interference is a major impediment to more aggressive
excise taxation within countries. Article 5.3 of the FCTC obli-
gates parties to protect the formulation and implementation
of public health policies for tobacco control from the tobacco
industry.? Therefore, to counter industry interference, countries
should implement Article 5.3 of the FCTC as a means to support
progress in relation to Article 6 of the FCTC.

Moreover, since the central tenet of the tobacco industry’s
claims against higher excise taxes is that higher taxes lead to
an increase in illicit trade, ratification of the Protocol to Elimi-
nate Illicit Trade in Tobacco Products, the first protocol to the
FCTC, adopted in November 2012, is crucial in order to provide
ministries of finance with the scope and confidence to increase
the excise tax burden more aggressively, to achieve both public
health and fiscal gains.
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Research paper

What this paper adds

What is already known on this subject

» [n 2015/2016, WHO Framework Convention on Tobacco
Control (FCTC) Impact Assessment Expert Group performed
a study to determine to what extent the FCTC had enabled
countries to implement effective tobacco control policies.

» There is consensus that increase in the price of cigarettes
is the single most effective way of reducing tobacco
consumption and smoking prevalence.

» The FCTC recommends that countries adopt simple tax
structures, rather than complex tax structures. Specifically, a
uniform specific tax that is adjusted regularly to take account
of inflation and income increases, is regarded as the gold
standard.

What important gaps in knowledge exist on this topic

» To what extent, if at all, has the FCTC been successful in
supporting parties to implement effective tobacco tax policies
in accordance to the principles of Article 6 and the associated
guidelines?

» What are some of the main impediments that prevent parties
from implementing higher taxes?

What this paper adds

» Although some parties have been successful in implementing
effective tobacco tax policies in its first 10 years, progress
overall has been slow.
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