
Designing tobacco and 

alcohol taxes: 

International experience
Samantha Filby,

Research on the Economics of Excisable Products 

(REEP)

University of Cape Town



 Revenue generation has historically motivated these taxes, and 

continues to be the driving motive in many countries today

 Efficient source of revenue because:

• Low share of tax in price in many countries

• Relatively inelastic demand for these products

• Few producers and few close substitutes

 While revenue generation remains driving motive in many countries today, 

governments have increasingly turned to taxation as a tool to discourage 

consumption of these products and improve health outcomes

Governments have long taxed tobacco products & alcoholic 

beverages

"Sugar, rum, and tobacco, are commodities which are no where necessaries of 

life, which are become objects of almost universal consumption, and which are 

therefore extremely proper subjects of taxation…"
Adam Smith, 1776 

An Inquiry into the Nature and Causes of The Wealth of Nations



Why tax tobacco and alcohol?: 

Public health

 Smoking is the leading cause of preventable death, 

accounting for 1 in 10 adult deaths worldwide

 Worldwide, 3 million deaths every year result from harmful use of 

alcohol, representing 5.3% of all deaths

• Tobacco use kills more than 8 million people each year. 

• More than 7 million of those deaths are the result of direct 

tobacco use while around 1.2 million are the result of non-

smokers being exposed to second-hand smoke.

• The harmful use of alcohol is a causal factor in more than 

200 disease and injury conditions.

• Alcohol consumption causes death and disability 

relatively early in life: approximately 13.5 % of the total 

deaths in the age group 20–39 years are alcohol-

attributable.



Why tax tobacco and alcohol?: 

Economic burden on society

 Accompanying this burden of death and disease, are 

sizeable economic costs. These accrue:

• indirectly through productivity losses from premature 

mortality and morbidity

 Globally, the total economic cost of smoking amounts to more than US$ 

1.4 trillion per year - equivalent in magnitude to 1.8 percent of the 

world’s annual GDP.

 The costs from alcohol consumption were recently estimated as 

equivalent to 2.5% of GDP in high-income countries (HICs) and 2.1% in 

middle-income countries. 

• directly through medical treatment for tobacco and 

alcohol-related diseases;

 In addition, in many countries, at least some health care costs are paid 

through publicly financed health care systems 



 Smoking and excessive drinking are associated with negative 

externalities: 

Why tax tobacco and alcohol?:

Correcting market failure

• Non-smokers are harmed by exposure to tobacco 

smoke 

• Innocent people suffer from alcohol-related traffic 

crashes and violence

• Smoking and drinking during pregnancy result in low 

birthweight, premature birth, congenital anomalies, 

sudden infant death syndrome, still-birth, fetal alcohol 

syndrome, and can affect a child’s health later in life



Why tax tobacco and alcohol?

It’s a win-win for revenue and public health

Table 1. Example of public health and revenue impacts of tobacco 

taxation from a range of countries 



Designing efficient tobacco 

taxes 



International Evidence: Price Elasticity of Demand

 Taxes generally result in higher prices for 

consumers, reducing demand for the 

taxed product

 The size of the reduction depends on 

consumers’ price elasticity of demand 

 The international experience for 

cigarettes:

• Most HIC price elasticity estimates are 

around −0.4 

• Estimates from LMICs range from −0.2 

to −0.8, clustering around −0.6

-6%

 The poor and youth are typically more 

responsive to change in price than the 

better-off and the old



International Evidence: Real prices and cigarette consumption, 

Canada 1989-1995

 Tax increases in Canada starting in the 1980s up until 1993 led to a steep 

increase in the real price of cigarettes, and consumption fell substantially 

 In 1994, the government cut cigarette taxes sharply, and consumption 

increased

Real price

Consumption



International Evidence: Cigarette prices, smoking, and male 

lung cancer, France 1980-2010 

As the price of cigarettes in France increased from 1980, both consumption 

rates and lung cancer rates dramatically declined among males aged 35-44 

years.



WHO FCTC 

 The design of tobacco taxes is governed by 

Article 6 of the WHO Framework Convention 

on Tobacco Control (WHO FCTC).

 The FCTC = the world’s first global public 

health treaty 

 Negotiated between 2000 and 2003, 

adopted by World Health Assembly in 

2003

 Came into force in February 2005, after 

first 40 ratifications

 Currently 181 Parties to the Convention

 It is an evidence-based treaty 



WHO FCTC: Article 6 

 Article 6 deals explicitly with Price and 

Tax Measures to Reduce the Demand 

for Tobacco

 It provides guidelines for implementing 

effective excise taxes on tobacco 

products

 Excise taxes are discriminatory taxes 

levied on specific products, usually to 

discourage the use thereof 

 VAT (and similar sales taxes) is a 

broad-based indirect tax aimed at 

raising revenue for government; it is not 

an excise tax 



Types of excise taxes

Ad valorem: charged as a percentage 

of the value of the product. 

Value of the product is measured by 

the manufacturer’s price (e.g., 80% of 

the manufacturer’s price) or by the 

price paid by consumers (e.g., 70% of 

pre-tax retail price)

Excise taxes:

Taxes levied on specific 

products, usually to discourage 

the use thereof 

Specific: charged per quantity, such as 

per cigarette, pack, or kilogram (e.g., 

$1.50 per pack of 20 regardless of price)

Excise tax structure can be purely specific, purely ad valorem or mixed (a 

combination of ad valorem and specific)



Recommendation of the WHO FCTC: 

Simple excise tax structure

“Parties should consider implementing specific or mixed excise 

systems with a minimum specific tax floor, as these systems have 

considerable advantages over purely ad valorem systems.”

Translated: 

• If you already have a specific system, that’s great. 

• If you have a purely ad valorem system, add a specific element to it.

• Specific taxes are relatively easy to administer 

and produce more predictable and stable 

revenues than ad valorem taxes as they are not 

as subject to industry price manipulation. 

• Systems that include and favour specific taxes 

lead to higher prices. 

 Why a specific excise tax structure for tobacco taxation?



 Over-shifting more likely under specific excise taxation regime than an ad 

valorem regime 

 Specific: no benefit to reducing the price because tax amount is independent 

of price; ad valorem: more benefit to lowering the price greater competition 

under ad valorem

Why a specific excise tax structure for tobacco taxation?

Global cigarette tax structure and cigarette prices, 2016 

Net-of-tax price (PPP)

Other taxes (PPP)

Excise tax (PPP)

5.91
5.46

4.57
4.25

4.08



Why a specific excise tax structure for 

tobacco taxation?

 The main disadvantage of a specific excise 

tax is that inflation erodes its value.

 Because a specific tax is not tied to the product 

price, it does not automatically adjust with 

inflation 

 To ensure that inflation does not erode the real 

value of the excise tax, the MoF must adjust the 

nominal excise tax by the inflation rate

 Such an annual inflationary increase should be 

standard policy



Nominal tax versus real tax on cigarettes in Jamaica, 2004-2018

• The nominal excise tax was increased to J$ 10 500 per 1000 cigarettes in 

January 2010. However, for five years subsequently, the nominal excise 

tax remained unchanged.

• Between 2010/11 and 2013/14, the real value of the excise tax dropped 

by 32% eroded by inflation, and total real tobacco-related government 

revenue decreased by 40.5%. 



Global: Type of tobacco excise tax regimen, 2017 (% of n=174)

Specific only
36%

Ad valorem 
only
24%

Mixed
32%

No 
excise 

tax
8%

Specific only Ad valorem only Mixed No excise tax

• As at 2017 only 12 countries (six from the EMR, one from SEAR, one from the 

AMR, one from AFR and three from the WPR) do not report any excise taxes, 

but levy only value added taxes and import duties. 



Excise tax structure: Product substitution

 Differential taxation between tobacco products

• Some countries apply different rates on different tobacco products, either to 

protect their domestic industry (e.g. India where much lower taxes are applied 

on bidis compared with cigarettes), or because of the perception that the 

products are of a different nature (e.g. cigars, water pipe tobacco, chewing 

tobacco versus cigarettes). 

• To the extent that these other tobacco products can be substituted for 

cigarettes, the public health impact of tobacco taxation can be rendered 

ineffective if other products remain taxed at a much lower rate than 

cigarettes: 
• A recent study on Zambia found the cross-price 

elasticities between FM prices and RYO use to 

be 0.27. 

• This means that a 10% increase in FM prices 

leads to a 2.7% increase in RYO in the country.



When the 2008-2012 cigarette excise tax increases made cigarettes more 

expensive in Cyprus, some tobacco users quit, while others switched to relatively 

cheaper RYO tobacco. Only after a substantial tax increase on RYO tobacco in 

2013, did the sales of both cigarettes and RYO tobacco decline.



Excise tax structure: Product substitution

 Differential taxation within the same category of tobacco products (tiers)

• Tiered taxes impose differential tax rates based on some characteristics of the 

product e.g. length of cigarette, filtered or unfiltered, manufactured in factory or 

cottage industry, locally produced or imported

• Differential rates lead to price gaps within the same product category

• These are bad for public health and tax administration:

Tax administration. Applying differential tax rates to the same 

product category makes it more difficult for tax collectors to assess 

the manufacturer’s tax liability, and it provides incentives for 

manufacturers to avoid taxation by making sure their products fall in 

the lower end of the tax rate (price reduction strategy). 

Public health. Tiered taxes encourage substitution of consumption 

to lower-taxed products when a tax is increased instead of reduction 

in consumption or quitting, thereby defeating the purpose of tax 

policies from a public health perspective. 



Excise tax structure: Product substitution

 A price reduction strategy was employed in Senegal where the 

higher‐priced premium brands were charged higher ad‐valorem tax than 

the lower‐priced economy brands: 40% - premium vs 20% - economy.

 In late 2011 the government announced a tax increase from 40% to 45% 

of the retail price on premium brands and from 20% to 40% of the retail 

price on economy brands, effective January 2012. 

 In December 2011, Philip Morris International (PMI) reduced the price of 

Marlboro from US$1.20 to US$0.79 per pack to reclassify Marlboro from 

premium to economy with a rate of 40%, thereby completely avoiding the 

tax increase. 

 Even though lower prices reduce profit margins, the overall profit might 

not decline if lower prices increase sales. 

 A uniform (as opposed to tiered) tax structure will prevent tobacco 

companies from lowering prices with the intention of changing to a lower 

tax rate tier. 



Recommendation of the WHO FCTC: 

Simple excise tax structure

• For well-designed tobacco taxes, a uniform as opposed to tiered

specific excise tax structure should be adopted

• Today, tiered taxes are still used in 31 countries around the world.

“All tobacco products should be taxed in a comparable way so as to 

minimize the incentive for users to shift to cheaper products or product 

categories...”



Recommendation of the WHO FCTC:

Affordability

“...Tax rates should be monitored, increased or adjusted on a regular 

basis, potentially annually, taking into account inflation and income 

growth developments... to reduce the affordability of tobacco products…”

• Affordability refers to the ability of an individual to purchase a 

product. 

• This is influenced by the price of the product and the individual’s 

income.

• Tobacco products become more affordable if price increases do 

not keep pace with increases in per capita income and consumer 

purchasing power over time. 

• The FCTC recommends that the price of cigarettes should 

increase by at least the sum of the inflation rate and the per 

capita income growth rate. 



Changes in global cigarette affordability (2008-2016)

Of 168 FCTC Parties, cigarettes became:
• Less affordable in 46% (78/168)

• Remained constant in 41% (69/168)

• More affordable in 13% (21/168) of Parties. 



Designing efficient alcohol taxes 



International Evidence: Price 

Elasticity of Demand for Alcohol

 As with cigarettes, there is a clear inverse relationship between 

alcohol sales and the price of a drink.

 By increasing the excise tax on alcohol, policy makers are able to 

increase the retail price of alcohol, thereby reducing consumption

Price elasticity of demand for alcohol, global estimates 

 The demand for spirits is most responsive to price; beer demand is least 

responsive 



 The WHO has a Toolkit on designing alcohol taxes, but, there is 

no FCTC equivalent for alcohol. The toolkit recommends that 

countries:

Designing efficient alcohol taxes

“…establish a system for specific domestic taxation which takes into 

account the alcohol content of the beverage, … and review alcohol 

prices regularly in relation to inflation and income levels…” 

 Much, like tobacco taxation, the purpose of alcohol taxes is 

to reduce its affordability through well-designed excise 

taxation

 While the experience of tobacco is useful in this public policy 

space, the structures of taxes may need to be different when 

applied to alcohol in order to be effective



Can alcohol tax policy borrow from tobacco tax policy?

• In other words, with alcohol, we need to tax based on the 

amount of the harmful ingredient per litre, rather than 

simply per litre 

• Tobacco: Taxation is most effective as a blunt 

instrument that makes all cigarettes more 

expensive and less affordable acknowledging 

that no one cigarette is healthier than another

• Alcohol: A beverage with higher alcohol volume is likely 

to cause more harm than a beverage with lower alcohol 

volume. Thus the WHO advises that countries tax 

alcoholic beverages based on their alcohol content not 

on the volume of the beverage. 

• While taxing on the volume of the beverage (i.e., per 

litre) would lower overall volumes of alcoholic beverages 

consumed, it won’t necessarily lower the volume of 

alcohol consumed as consumers will substitute to booze 

with higher alcohol content per litre. 



 When you base the excise tax on the alcohol content:

 However, ingredient-based taxation raises challenges 

for tax administration, given the need to verify the 

product’s composition 

• Demand-side: Beverage price per unit of alcohol increases --> 

Incentivizes consumers to substitute to lower‐alcohol 

alternatives

• Supply-side: Encourage producers to reformulate their 

products to face a lower tax; may also encourage producers to 

market lower-taxed products more aggressively 

What are countries doing in the area of alcohol 

taxation?

 These supply-side responses were observed in South Africa 

following the country’s shift to a beer excise tax based on alcohol 

rather than on volume alone



What are countries doing in 

the area of alcohol taxation?

 Nearly all governments levy 

excise taxes on at least some 

alcoholic beverages.

 Of the 192 countries that provided 

data to the WHO, 155 levied an 

excise tax on beer (81%), 138 on 

wine (89%), and 151 on distilled 

spirits (79%). 

 There are seven countries that 

ban the production and/or 

consumption of alcohol

46 (33%)

24 (17%)

5 (4%)

63 (46%)

Ad valorem only Specific only

Unitary only Two or more

Global: Alcohol excise 

taxation methods (n=177) 



 While taxation is used in many countries, and has the support of the WHO 

as a “best buy” policy, the drawback is that it is not a particularly sharp 

instrument because it does not account variation in price elasticity of 

demand by pattern of drinking:

Are excise taxes on alcohol sufficient to improve public health?

• A global meta analysis shows a mean elasticity of −0.28 for 

heavy drinking

• Research form SA indicates that a 10% increase in the price 

of alcohol will reduce alcohol consumption by about 4% 

among moderate drinkers, but only by about 2% to 2.5% 

among binge drinkers, and 1.5% to 2% among other heavy 

drinkers.

• This means that the people who are causing the most harm 

to themselves and society (heavy drinkers) are less 

responsive to excise tax increases than moderate drinkers

• While this does not mean that a tax increase is ineffective in 

reducing alcohol use and abuse, it works best for moderate 

drinkers whose personal behaviour is less likely to harm 

broader society



 Cheap alcohol is the standout common factor among heavy drinkers 

around the world

Are excise taxes on alcohol sufficient to improve public 

health?

Relationship between average price and drinking level, UK 2011-2012

Thicker grey band is 95% CI



Are excise taxes on alcohol sufficient to improve public health?

 Minimum unit pricing is recommended as a way of 

increasing the price of drinks which have high alcohol 

content but are usually very cheap

• The MUP targets high-alcohol products sold at 

really, really cheap prices

 How does it work? 

• Minimum unit pricing sets a floor price for a unit of 

alcohol, meaning it can't be sold for lower than that 

amount: the more alcohol a drink contains, the 

stronger it is and therefore the more expensive it 

will be

 The result?

• Even though binge and heavy drinkers are less 

responsive to changes in the price of alcohol, the 

imposition of an MUP is likely to have a much 

larger impact on their consumption. 

• The reason is that heavy drinkers, drink such 

cheap alcohol that a minimum unit price will 

substantially increase the price that they would 

have to pay.



Are excise taxes on alcohol sufficient 

to improve public health?

 In Scotland, research had shown that a 

large proportion of very cheap alcohol 

consumed took the form of heavy 

drinking, resulting in drunkenness and 

other socially unacceptable behaviour

 In May 2018, Scotland introduced a 

minimum unit price of 50p per unit (8g) 

of alcohol, with the aim of reducing 

abusive drinking 

 SA offers extremely cheap liquor to 

bingers and heavy drinkers…could SA 

be next? See: Article by Corné van 

Walbeek and Grieve Chelwa.

https://www.businesslive.co.za/bd/opinion/2019-04-14-is-it-time-to-introduce-a-minimum-unit-price-on-alcohol/

