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Impact of cigarette taxation policy on excise revenues and cigarette

consumption in Uzbekistan

Shukhrat U. Shukurov, Konstantin S. Krasovsky

BACKGROUND: In 2012, Uzbekistan ratified the
Framework Convention on Tobacco Control, which
states that price and tax measures are an effective
means of reducing tobacco consumption. We
aimed to explore the effect of taxation policies on
revenues and cigarette consumption.

METHODS: Data on tax rates, revenues, cigarette
sales were taken from national reports. To forecast
potential revenues, a scenario analysis was per-
formed.

RESULTS: In 1991-2004, ad valorem excise sys-
tem was in place in Uzbekistan, which was later
replaced by the specific excise system. In 1997-
2011, the nominal average excise has increased
by a factor of twenty, but in real terms, after

a sharp increase in 1999, average excise declined
annually and increased only in 2010-2011. Annual
cigarette sales per capita of adult population in
1999-2007 constituted 17-25 cigarette packs,
while in 2008-2011 it increased to 30-37 packs.
Four scenarios of excise tax increases in 2012
were developed: one actual scenario based on the

rates effective in Uzbekistan in 2012, and three
hypothetical ones anticipating excise rates in-
crease by 1.5, 2 and 3-fold. With actual excise in-
crease in 2012, the inflation-adjusted budget rev-
enues would grow by 5%, and with three
hypothetical - by 17%, 35% and 66% respectively,
despite the decline of tax-paid cigarette sales.

CONCLUSION: Stabilization or reduction in ciga-
rette excises in Uzbekistan in 2002-2008 led to a
decline in real excise revenues and the growth of
cigarette sales. In 1999 and 2010-2011, excises
were significantly increased and the real revenues
have risen, despite the decline in cigarette sales.
As cigarette prices are low, the illegal outflow of
cigarettes from Uzbekistan apparently exceeds the
illegal inflow. A significant increase in cigarette ex-
cise (1.5-3 fold) can both increase budget rev-
enues and reduce cigarette consumption, with
greater increase yielding more benefits.

KEYWORDS: Uzbekistan; tobacco; excise; ciga-
rettes; revenue.

BiausiHye moJIMTHKH HAJIOT00010KEeHU S CUTapeT HA 6IOZIH€eTH])Ie MOCTYIVICHUSA

U ynorpedJieHue CUraper B Y30eKucrane

Lykypos LLL.Y., Kpacosckuii K.C.

YAK [336.226.331:663.974:178.7](575.1)

B 2012 roay Y36ekucrtaH patudpuumposan Pamou-
HYI0 KOHBeHUMI0 No 6opbbe npoTue Tabaka, KOTO-
pas rnacuT, 4YTO LIeHOBbIE U HANOroBble Mepbl AB-
nsaTca 3ddeKTUBHbIM CPEeACTBOM COKpaLLeHus
noTpebneHunsa Tabaka. Hawer uensto 66110 U3yUunTb
B/INSIHWE HaNIOroBOW MOSIMTUKKN Ha MOCTYMNNEHUS B
6to0axeT 1 notTpebneHne curapeT B CTpaHe.

METO/AbI: JaHHble 0 HANOroBbIX CTaBKax, NOCTyM-
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NeHnax B BIOIKET, NpoAaxax curapeT 6bin B3SThbI
M3 HaUMOHasIbHbIX OTYETOB. /18 NPOrHO3MPOBaHUSA
noTeHUManbHbIX MOCTYN/eHN B 6ogxeT 6bla npo-
BeZlEH aHaNU3 HECKOJIbKMX BapMaHTOB MOBbILIEHNS
CTaBKMW akumsa.

PE3YJIbTATbI: B 1991-2004 rogax B Y36ekuctaHe
npuMeHsaacb aaBasiopHas CUCTeMa akLM30B, KOTO-
pas BnocneacTBum bbina 3aMeHeHa cneunduye-
CKOM cucTeMon akumsos. B 1997-2011 roaax Ho-
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MWHaNbHasa CpeaHaa CTaBKa akuuM3a Bblpocna B
ABajuaTb pas, HO B peaslbHOM BbIpaX€HWW, nocne
pe3koro ysennyeHus B 1999 roay, cpeaHsas ctaBka
aKLM3a exerogHo CHMXanacb U BO3pocsa Nvib B
2010-2011 ropgax. NlogoBo 06beM npogax cura-
pPEeT Ha Aylwy B3pOCa0oro HaceneHmsa B 1999-2007
rogax cocrtaenan 17-25 navek curapet, B TO BpeMs
kak B 2008-2011 rogax oH Bbipoc A0 30-37 nauexk.
Bbinn paccumTaHbl YeTbipe CLueHapus MoBbILLEHNS
aKuu3HbIX Hanoros B 2012 roay: oauH dakTnye-
CKWI CueHapuii, OCHOBaHHbIW Ha CTaBKe, AeNCTBO-
BaBLlUen B Y3bekucTtaHe B 2012 rogy, v Tpu runo-
TeTUYeCKUX, KOTopble npeanonarasan pocT CTaBKu
akuusa B 1,5, 2 n 3 pasa. lNpu dpakTnyeckom pocrte
aKLUM3HbIX cTaBok B 2012 roay, nocTynneHus B
6r04XKeT, C yyeToM MHMAAUNK, BbIpacTyT Ha 5%, a
npu Tpex rmnoTeTnYyecknx BapuaHTax — Ha 17%,
35% n 66% COOTBETCTBEHHO, HECMOTPS Ha CHUXe-

ORIGINAL STUDY

BbIBOAbl: Ctabunusaums unm CHMXeHue akum3oB
Ha curapeTbl B Y36ekucraHe B 2002-2008 rogax
NpMBENU K CHMXKEHWUIO peasibHbIX MOCTYMIEHUN B
6ro4XeT 1 K pocTy npoaax curapet. B 1999 u
2010-2011 rogax akumusbl 667N 3HAUUTENBHO YBeE-
NIMYeHbl U peasibHble A0XO0Abl BbIPOC/N, HECMOTPS
Ha CHWXeHWe npoAax curapet. M3-3a H1U3Komn
LleHbl cMrapeT He3aKOHHbIA BbIBO3 cUrapeT u3 Y3-
6ekncraHa, No-BMANMOMY, MPEBbLILWAET HE3aKOH-
HbIA BBO3. 3HAUUTENbHbIN POCT CTaBOK akuusa (B
1,5-3 pasa) cnocobeH kak yBennunTb 6loaxXeTHble
[0X0A4bl, TaK U YMEHbLIUTb NoTpebneHne curaper,
npu 3ToM, yeM b6onblue 6yaeT 3TOT poCcT, TEM
6onble NpeMMyLecTB Noay4YuT cTpaHa.

KNHOYEBDBIE C/TOBA: Y36ekucTaH; Tabak; akuus;
curapeTbl; MNOCTYN/eHNs B Blo4XKeT.

HMe obbema npoaax obnaraeMbix HasiOroM cura-

peT.

INTRODUCTION

Globally, about 6 million people
die annually as a direct result of to-
bacco use and second-hand smoke
exposure. By 2030, this number is
expected to reach 7.5 million and
to account for 10% of total deaths
burden. It is estimated that smok-
ing is responsible for about 71% of
lung cancer cases, 42% of chronic
respiratory diseases, and approxi-
mately 10% cases of cardiovascu-
lar disease (World Health Organi-
zation, 2011a). The proportion of
deaths attributable to tobacco in
Uzbekistan was 10% for men and
3% for women in 2004 (World
Health Organization, 2012).

As it is mentioned in the third
"WHO Report on the Global To-
bacco Epidemic" (World Health
Organization, 2011b), the preva-
lence of tobacco smoking among
the population aged 15 years and
adjusted for age and gender in
Uzbekistan constitutes 13%, which
is the lowest among all countries of
the WHO European Region with
reported prevalence data. In the
neighbouring Kazakhstan and Kyr-
gyzstan, smoking prevalence was
measured as 24% and 23% respec-
tively (World Health Organization,
2011b).

6 | Shukurov Sh.U., Krasovsky K.S.

It should be noted though that
Uzbekistan observes high preva-
lence of use of smokeless tobacco
called nasway. According to the
survey conducted in 2006, 19.6%
of men smoked cigarettes, and
22.3% used nasway (Usmanova,
Neumark, Baras, & McKee, 2012).

However, only 20% of smokers re-
ported to consume nasway concur-
rently. Cigarette smoking is more
common in better-educated urban
population, but this behavioral pat-
tern may be followed by the rural
population. Therefore, greater pub-
lic health potential is deemed perti-
nent to the reduction of cigarette
smoking rather than nasway use.

The results of household surveys
(Ministry of Health of the Republic
of Uzbekistan, 2004; Usmanova,
Mamatova, Shukurov, Yurekli, &
Makhamova, 2007; Usmanova et
al., 2012) show that prevalence
rates of cigarette smoking among
both men and women in 2002-2006
were fairly stable at about 20% for
men and 1% for women.

Growing awareness of tobacco im-
pact on the population health has
prompted the Parliament of Uzbek-
istan to adopt the Law "On limiting
the spread and consumption of al-
cohol and tobacco products" dated

October 5, 2011. A logical conse-
quence was the adoption of the Re-
public of Uzbekistan Law "On the
accession of the Uzbekistan Re-
public to the World Health Organi-
zation Framework Convention on
Tobacco Control (Geneva, 21 May
2003)" dated April 24, 2012. Ac-
cording to Article 6 of the WHO
Framework Convention on To-
bacco Control, ‘price and tax meas-
ures are an effective and important
means of reducing tobacco con-
sumption by various segments of
the population, in particular young
persons’ (World Health Organiza-
tion, 2005).

In Uzbekistan, domestic (locally-
produced) cigarettes are preponder-
ant. The share of imported ciga-
rettes in total sales in 2008-2011
constituted 4-5%. Moreover, the
excise duty on imported cigarettes
was several times higher than that
for domestic cigarettes. In 2012,
the rate was USD13 per 1000 ciga-
rettes, which was 2.4 times higher
than the excise rate for domestic
filter cigarettes.

Therefore, the purpose of this study
was to explore the effect of taxa-
tion policies in Uzbekistan applied
to domestic cigarettes on budget
revenues and cigarette consump-
tion.

Tobacco control and public health in Eastern Europe | 2013, Vol.3, No.1
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METHODS

Data on excise tax and value-added
tax (VAT) applied to domestic ciga-
rettes derived from annual decrees
issued by the President of the Re-
public of Uzbekistan and the Cabi-
net of Ministers. Data on gross do-
mestic product and inflation (GDP
deflator) was obtained from the
Ministry of Economics. Deflator
value was then used to calculate
real prices and the excise portion of
the price expressed in 2011 values.
Values of the Consumer Price In-
dex for all items was obtained from
the webpage of the State Commit-
tee of the Republic of Uzbekistan
on Statistics
http://www.stat.uz/en/rows/

Data on cigarette excise rates in
nearby countries have been ob-
tained by means of searching
through the official websites of le-
gal and tax bodies of respective
countries. Currency exchange rates
for December 2012 were taken
from the site www.xe.com.

Information on the amount of ciga-
rettes sold and tax revenue paid
was collected from the "Joint Ven-
ture UzBAT" (British American To-
bacco Uzbekistan) reports. UzBAT
is the major producer of local ciga-
rettes. This company operates on
Uzbekistan market since 1994.

Average price of domestic ciga-
rettes (wholesale price, including
excise and VAT) was determined
by dividing the amount of cigarette
sales (in value terms) of each of
three types — (1) filter cigarettes in
hard packs; (2) filter cigarettes in
soft packs; (3) non-filter cigarettes
and papirosy — by the number of
cigarettes sold. Further on, taking
into account the percentage of each
of the three types of cigarettes, av-
erage weighted price of cigarettes
was estimated. Average excise
component of the price was calcu-
lated as the total revenue from to-
bacco excise taxes divided by the
number of taxable cigarettes.

Complementary to that, data on re-
tail prices of different types of cig-
arettes in the 2000-2011 were col-
lected through interviews with
vendors.

Forecast of potential revenue was
made based on the model that al-
lowed calculating the possible rev-
enue increase at different rates of
excise tax and accounted for the
fact that growing excise rates lead
to higher retail prices. Prices in-
crease, in turn, was considered a
cause for reduced number of tax-
able cigarettes.

To adjust cigarette prices and gov-
ernment revenues for inflation, we
used GDP deflator. We assumed

that the deflator accounts for price

Table 1a. Ad valorem excise tax rates (% of wholesale price) on tobacco products
manufactured in the Republic of Uzbekistan, in 1993-2004

TOBACCO CONTROL

changes of all goods and services
produces in economy, including
government spending. On the other
hand, as the consumer price index
(CPI) measures changes in price of
consumer goods and services pur-
chased by households, when fore-
casting smokers’ purchasing behav-
iors we used CPL

The model used the following as-
sumptions:

1) The CPI (consumer price index)
equals to 1.075, which corresponds
to the average level of this indica-
tor of inflation in 2005-2011.

2) The tobacco industry is assumed
to increase its pre-tax price only by
the CPI, that is, the average infla-
tion-adjusted pre-tax price remains
the same.

3) In developing countries the price
elasticity of demand varies over the
wide range between -0.2 and -1.0
(TARC, 2011). We assume that in
Uzbekistan price (measured as in-
flation-adjusted retail price) elastic-
ity of demand (measured as scope
of taxable cigarette sales) is -0.5.

RESULTS

Level and structure of
cigarette taxation

Cigarette taxation system in
Uzbekistan has undergone several
changes. In 1991-2004, ad valorem

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Tobacco product
cigarettes of 1 class 40% 40% 40%
cigarettes of 2 and 3 class 25% 25% 40%
cigarettes of 4 class 15% 15% 25%
papirosy 20% 20% 25%
Filter cigarettes: 40%
in soft pack 50% 52% 45% 45% 45%
in hard pack 55% 57% 38% 38% 38%
Non-filter cigarettes, papirosy 25% 30% 32% 32% 32% 32%
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Table 1b. Specific excise tax rates (UZS (Uzbekistani soms) per 1000 pieces) of tobacco
products manufactured in the Republic of Uzbekistan, in 2005-2013

ORIGINAL STUDY

system was in place with differen-
tial taxation of different classes of
cigarettes (Table 1a). In 1995,
1999, 2000, and 2001, the excise
tax rates were increased.

Though population income soared,
excise rates levied on filter ciga-
rettes were reduced in 2002 and re-
mained low until 2005. Since 2005,
the country applied specific taxa-
tion system with differential excise
rates for different cigarettes — filter
cigarettes in soft and hard packs,
non-filter cigarettes, papirosy

2005 2006 2007 2008 2009 2010 2011 2012 2013

Filter cigarettes: 5206 5727 7159 8949 10739 13424
in soft pack 4175 4175 4175
in hard pack 5206 5206 5206

Non-filter cigarettes, papirosy 1476 1476 1476 1476 1919 2879 4319 5183 6479

(Table 1b). In 2007, the excise duty
on cigarettes in soft packs was
raised to that on cigarettes in hard
packs, but further on excise rates
were kept at the same level up to
2009. From 2009 on, the excise
rates have been being gradually in-
creased.

In 1997-2011, the nominal average
excise rate has increased from
UZS8 to UZS174 per cigarette
pack, thus increased by the factor
of twenty. In real terms, after a
sharp increase in 1999, average ex-

cise burden declined annually, and
only in 2009-2011, it increased by
about 10% per year (Fig. 1).

Levels of cigarette excise tax in
Uzbekistan in 2012 remain low
compared with most neighboring
countries. Given a pack of ciga-
rettes priced UZS1700 (which cor-
responds to the price of Pall Mall —
the most popular cigarette brand in
Uzbekistan), in Kyrgyzstan, the to-
tal (specific + ad valorem) excise
tax per 1,000 such filter cigarettes
amounts to USD5.2, which is com-

800 3000
——Real excise tax rate per 1 pack of
A cigarettes (in 2011 prices), UZS

700 T e
- =e==Nominal excise tax rate per 1 pack of ot T+ 2500
§ cigarettes, UZS A~
o 600 Zar? 2
s =& -Real GDP per capita in 2011 -7 2
3 prices, thousands UZS = + 2000 §
S 500 3
& =
E s
E 400 1500 %
g g
g 300 &
= 1000 &
= ®
£ 200 &
=

500
100
0 T T T T T T T T T : T 0
1997 1999 2001 2003 2005 2007 2009 2011

Figure 1. Changes in real GDP per capita, the nominal and real excise rates per pack of cigarettes in

1997-2011 (in prices of 2011).
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Table 2. Filter cigarettes excise taxes in Uzbekistan and neighboring countries in 2012
Minimum specific excise tax rate per 1000 filter cigarettes  Ad valorem excise tax rate, % of
National currency UsSD maximum retail price

Countries

Uzbekistan 10739 5.2 0.0

Russia 510 16.5 75

Kazakhstan 1250 8.3 0.0

Kyrgyzstan 150 3.2 75

Tajikistan 1.0 0.0

Turkmenistan 25.0 30.0

parable to the tax levied in Uzbek-
istan. In Kazakhstan, the specific
excise tax rate was 1.5 times higher
than in Uzbekistan; in Russia, it
was 3 times higher; in Turk-
menistan, it was 5 times higher
(Table 2).

Revenues from tobacco excise
taxes

In 1997-2011, although the nomi-
nal revenues from excise tax in-

250

creased from UZS3.4 bln to 95.4
bln, or by a factor of 28, real rev-
enues adjusted for inflation and
GDP growth, on the contrary, de-
creased by 16% (Fig. 2).

In 1999, the real excise revenues
have doubled, which was due to a
sharp increase in excise duty. Be-
tween 1999 and 2005, significant
annual reduction in excise tax rev-
enues in real terms was observed.
Reduction of excise rates in 2002

and their retention on the same
level in 2003-2004 did not yield
any revenue increase; on the con-
trary, fiscal revenue fell more than
three-fold compared to that in
1999. Substantial augmentation of
revenue in real terms was only ob-
served in 2006, 2008, and 2009,
but this was due to a sharp expan-
sion in cigarette sales (Fig. 3).

In 2010-2011, revenues increment
was caused by the increase of the

ro
(=)
(=]
Il
1

150

100

Nominal excise tax revenues, in bln UZS

o
(=]

0

-B-Nominal tobacco excise revenue, bin

Uzs

=4-Real tobacco excise revenue, bin UZS

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Figure 2. The dynamics of the nominal and real cigarette tax revenues in 1997-2011, (in prices of

2011).
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Legal sales of domestic cigarettes, min packs
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——Real average excise burden per 1 cigarette

pack, UZS

613
583
549

488

1997

1998 1999 2000 2001

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Figure 3. Legal sales of domestic cigarettes; real cigarette excise tax burden and real tobacco
excise revenues (in prices of 2011) in 1997-2011.

real rate of excise duty by 9-10%,
despite the decline in cigarette
sales in those years.

Legal sales of domestic
cigarettes

Over the past 15 years, legal sales
of domestic cigarettes ranged be-
tween 238.5-613.4 million packs
per year (15.5-35.1 cigarette packs
per capita of population over 18
years old). Fig. 3 shows the inverse
relationship between the real excise
burden and the amount of legally
sold cigarettes. In 1999, a sharp en-
largement of excise rate led to a
significant reduction in the number
of sold cigarettes; nevertheless, the
real revenues have soared. In 2000-
2009, the opposite was true: a
shrinkage of real excise burden led
to extended sales, but the real rev-
enue barely grew.

10 | Shukurov Sh.U., Krasovsky K.S.

In 2011, 549.4 million cigarette
packs were sold, and tobacco ex-
cise revenues were UZS95.4 bln. In
1999, respective indicators were
275.0 million packs and UZS201.4
bln (in 2011 prices). Therefore,
along with doubling of legal to-
bacco sales by 2011, budget rev-
enues from excise taxes diminished
more than twice.

Analysis of the structure of legally
sold cigarettes in 2002-2011 shows
that the share of filter cigarettes in
hard packs increased from 16% to
86%. The sales share of filter ciga-
rettes in soft packs decreased from
41% to 8%, while the share of non-
filter cigarettes and papirosy fell
from 43% to 6% (Fig. 4). Similar
trends were observed in other post-
Soviet countries.

An expansion of legal sales oc-
curred in the second half of the
2000s: in 1999-2005, on average,

approximately 300 million ciga-
rette packs were sold annually; in
2008-2011, an average of more
than 500 million packs was sold.

Though no data on the prevalence
and intensity of smoking in Uzbek-
istan in the late 2000s is available,
commonsense does not allow as-
suming that cigarette consumption
could rise so sharply in quite a
short time as no abrupt changes of
cultural, social or economic condi-
tions were observed in the country.

Cigarette consumption in Uzbek-
istan could broaden along with the
real income rise and partly because
of the population growth. Overall,
cigarette affordability has changed
insignificantly in 2005-2011. Dur-
ing this period, the population over
18 years old grew on the average
by 3% annually, but annual ciga-
rette sales per capita of population
aged 18 years and over in 1999-

Tobacco control and public health in Eastern Europe | 2013, Vol.3, No.1
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2007 amounted 17-25 cigarette
packs (domestic and imported) a
year, whereas in 2008-2011 this
number increased to 30-37 packs.

Sharp changes in legal cigarette
sales could also be caused by
changes of illicit cigarette sales so
we tried to estimate illicit cigarette
market in Uzbekistan.

lllicit import and illicit export of
cigarettes

In 2006, legal sales comprised 337
million packs of domestic and 33
million packs of imported ciga-
rettes thus amounting to 370 mil-
lion packs.

According to a study conducted in
2006 by the Ministry of Health and
supported by the World Bank (Us-
manova et al., 2007), the total num-
ber of cigarette use in Uzbekistan
was estimated as 309 million
packs, which is 61 million packs
fewer than the total legal sale of

100
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40 ==
30
20
10

0

2002 2003

2004

cigarettes. A recent review of inter-
national research has shown that
when cigarette consumption is esti-
mated based on survey data, these
results are generally lower than the
number of cigarette sold, with dif-
ference ranging from 1% in Japan
to 35% in Italy (Gallus et al.,
2011).

This is at least partially explained
by the fact that smoking is becom-
ing socially unacceptable behavior
and cigarette consumers feel socie-
tal pressure. Thus, smokers indicate
they consume smaller number of
cigarettes than they actually do. We
apply the correction of 20% assum-
ing that smoking in Uzbekistan is
of middle social acceptability, and
smokers do not experience much
pressure to hide their actual level
of cigarette consumption. After tak-
ing into account a possible 20%-
under-reporting of the scope of
consumption in population surveys,
309 million packs plus 20%
amounts to 370 million packs,

TOBACCO CONTROL

which is the number of cigarettes
legally sold in 2006. If any illicit
cigarette trafficking occurred, from
the above data it can be assumed
that in 2006 the numbers of ciga-
rettes smuggled into and out of the
country were about the same.

However, in 2009, the total amount
of cigarette sales augmented to 638
million packs including local and
imported cigarettes. It can be hy-
pothesized that efforts undertaken
by the customs authorities might
lead to a sharp decrease in the ille-
gal cigarette inflow, forcing smok-
ers to switch to legal products.
However, there is no evidence of
high cigarette inflow into Uzbek-
istan in 2000s. Reports of the State
Customs Committee of the Repub-
lic of Uzbekistan show that in 2009
the total number of confiscated cig-
arettes was 270,000 packs (State
Customs Committee of the Repub-
lic of Uzbekistan, 2010), which
represents less than 0.05% of the
legal sales.

2005 2006 2007

—=—Filter cigarettes, hard packs

Non-filter cigarettes

2008

——Filter cigarettes, soft packs

2009 2010 2011

Figure 4. Percentage structure of domestic cigarette sales in 2002-2011.
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Thus, we have to conclude that in
2009, more than 200 million packs
of cigarettes were sold in Uzbek-
istan, for which no consumers were
present within the country.

Cigarette prices

Level of nominal wholesale price
of cigarettes of all kinds gradually
increased, even in 2006-2008 (Fig.
5), when the nominal excise tax
rate was maintained stable. This
shows that the pre-tax price (price
minus excise minus VAT) was on
the rise. The share of excise in the
average wholesale price of ciga-
rettes decreased in 2005-2011 from
26.6% to 15.6%.

Data on the retail cigarette prices
collected through polling vendors
indicate that these retail prices in-
creased in parallel with wholesale
prices (Figure 5). The share of ex-
cise in the average retail price in
2004-2009 went down from 16.4%

1400
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to 10.4%, and then rose to 12.6%
in 2011, which is probably linked
to the corresponding fluctuations in
the real excise burden (Figure 1).

The average weighted real whole-
sale price decreased in 2008, and
then began to rise. In 2010, it in-
creased by 10% and in 2011 — by
12%. In 2010, legal sales decreased
from 613 to 583 million packs, or
by 5%, and in 2011 - to 549 million
packs, or by 6%. Thus, wholesale-
price elasticity of demand in 2010-
2011 was -0.5 (-5% / 10% in 2010,
and - 6% / 12% in 2011).

The share of excise in the average
filter-cigarettes wholesale price in
2008-2011 remained very low and
stable: 14.5-15.0%. Thus, price in-
crease in 2010-2011 was mainly
determined not by excise tax in-
crease but by pricing policies of the
tobacco industry.

2009 2010

Figure 5. Cigarette prices in 2006-2011 (UZS per pack).

12 | Shukurov Sh.U., Krasovsky K.S.

ORIGINAL STUDY

Revenue forecast

The forecast is based on the as-
sumptions presented in the Meth-
ods section.

Indicators of 2011 were considered
as model baseline. Four scenarios
of excise tax increases in 2012
were entered in the model: one ac-
tual scenario based on the rates ef-
fective in Uzbekistan in 2012, and
three hypothetical: (1) excise tax
rates increased by a factor of 1.5
(up to the level of excise tax rates
in Kazakhstan); (2) excise tax rates
increased twice (increase of excise
tax rates on domestic cigarettes to
the level of excise taxes on im-
ported cigarettes), and (3) excise
tax rates increase 3 times (up to the
level of excise tax rates in the
Russian Federation).

With actual growth of excise in
2012, according to the model, al-
most no growth occurs in the infla-
tion-adjusted retail price, and, con-

Average weighted nominal retail
price, all types of cigarettes

—o— Average weighted wholesale

price

== Real average weighted

wholesale pricein 2011 prices

——Nominal wholesale price of filter

hard pack cigarettes

—+—Nominal wholesale price of filter

soft pack cigarettes

Nominal wholesale price of non-
filter cigarettes

2011
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Table 3. Revenue forecast of different scenarios of excise tax increase in Uzbekistan
Formulas Baseline: 2012 Hypothetical excise tax increase
2011
Indicator
A Excise tax increase coefficient A 1,2 1,6 2 3
B Average excise component of the B =By11 XA 175 210 262,5 350 525
price, UZS per pack
C Consumer Price Index C 1,075 1,075 1,075 1,075
D Average pre-tax retail price per D=Dg4*xC 978 1051 1051 1051 1051
pack, UZS
E VAT, % E 20% 20% 20% 20% 20%
F  Average retail price per pack, UZS F=(B+D)x 1383 1513 1576 1681 1891
(100%+E)
G Zero-scenario inflation-adjusted G=Fy11xC 1487 1487 1487 1487
retail price per pack, UZS
H Percentage increase or inflation-  H = (F - G) x 100/G 1,8 6,0 13,0 27,2
adjusted retail price over
zero-scenario price, %
| Price elasticity of demand | 0,5 0,5 0,5 0,5
J  Percentage of sales decline, % J=Hxl 0,9 3,0 6,5 13,6
K Taxable cigarette sales decline, K= Kygq1 x J /100 550 5 16 36 75
min packs
L Taxable cigarette sales, L=Ly—-K 550 545 534 514 475
min packs
M Taxable cigarette sales, UZS min. M=LxF 760650 824961 840925 864269 898721
N Excise revenues, UZS min. N=BxL 96250 114455 140010 179883 249431
O VAT share in wholesale price, % 0 16,67%  16,67% 16,67% 16,67% 16,67%
P VAT revenue, UZS min. P=MxO 126775 137494 140154 144045 149787
R Total revenue, UZS min. R=N+P 223025 251949 280164 323927 399218
S Nominal revenue increase S =R/ Ryp11 1,13 1,26 1,45 1,79
T Inflation-adjusted revenue increase T=S/C 1,05 1,17 1,35 1,66
U Excise share in average retail U=B/F 13% 14% 17% 21% 28%
cigarette price
*- D2011 is calculated as D2011=F2011/(100%+E) - 82011. F2011 is taken from Flg5

sequently, almost no reduction in revenues grow by 13%, and infla- With 1.5-fold ascent of excise
cigarette sales. Nominal budget tion-adjusted - only by 5%. rates, the inflation-adjusted price
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will rise by only 6%, but this will
lead to an increase in revenues by
17% in inflation-adjusted terms.

With two-fold excise tax rates in-
crease, the inflation-adjusted price
will increase by 13%, just slightly
over prices in 2011. Still, this will
result in taxable sales decline by
7%. However, inflation-adjusted
revenue growth will constitute
35%.

With 3-fold excise increase, infla-
tion-adjusted price is increasing by
27% and taxable sales are declining
by 75 million packs of cigarettes.
Despite this decrease, revenues
from both excise tax and VAT will
increase by 79% in nominal terms
and by 66% in inflation-adjusted
terms. Even if the reduction in the
number of taxable cigarettes was
double the forecast (not 75 million
but 150 million packs), the calcula-
tion shows that inflation-adjusted
revenues would increase by 40%,
which is more than in each of the
other options considered. In all the
hypothetical scenarios, major part
of revenues increase is ensured by
the growth of excise revenues.
Revenues from VAT increase as
well but to a much lesser extent.

Alternative model was also calcu-
lated for the wholesale prices with
the deflator equal to 1.15 (average
value for 2009-2011) used instead
of the CPI. This model produced
results for cigarette sales decline
and real revenue growth very simi-
lar to the main model.

DISCUSSION

The tobacco taxation system in
Uzbekistan in 1993-2011 was not
consistent, and it has been largely
determined by the commercial in-
terests of the tobacco industry.

In 1994, transnational tobacco
company British American To-
bacco (BAT) established a joint
venture with the government of

14 | Shukurov Sh.U., Krasovsky K.S.

Uzbekistan. The state-owned to-
bacco monopoly was thus actually
replaced with a private one. BAT
was given some economic privi-
leges: an exemption from taxes on
foreign currency income and ex-
emption from import, customs and
excise duties on materials imported
for processing (Gilmore, McKee,
& Collin, 2007). BAT is actually a
monopoly of cigarette production,
but it was given freedom to set
prices for its cigarettes, and to
avoid inclusion in the monopolies
register. Although BAT had recog-
nized that Uzbek excise rates were
very low, it had from the outset
aimed to lower them (Gilmore,
Collin, & Townsend, 2007). BAT
has repeatedly tried to prevent sig-
nificant increases in excise rates,
and it used traditional argument
that high excise rates will cause
very high increase in illegal ciga-
rette sales.

Studies conducted in several coun-
tries indicate that the reports on the
levels of illegal tobacco trade,
which are commissioned by to-
bacco companies systematically
and substantially overestimate lev-
els of illegal inflow of cigarettes
into the country (Eriksen, Mackay,
& Ross, 2012). In cases where the
government ignored the claims by
the tobacco industry about the al-
leged threat of smuggling and sig-
nificantly increased excise tax
rates, this usually resulted in signif-
icant excise revenue increases
(Krasovsky, 2010). In other cases,
when authorities followed the to-
bacco industry advice, real revenue
could grow only with large in-
crease of cigarette sales. Such rev-
enue growth was observed in
Uzbekistan in 2005-2009. In 1999-
2005, on average, approximately
300 million cigarette packs were
sold annually; while in 2008-2011,
an average of more than 500 mil-
lion packs was sold.

ORIGINAL STUDY

The increase in taxable sales in
2005-2009 was too high to be ex-
plained by increase in domestic
consumption only. Our analysis re-
vealed that this increase could
hardly be explained by the reduc-
tion of illicit cigarette inflow to
Uzbekistan.

A more likely cause of sales in-
crease in 2005-2009 was cigarette
purchases for illegal outflow from
Uzbekistan to Turkmenistan and
other countries where cigarette
prices are higher. Press service of
the State Border Protection Com-
mittee of the National Security
Service of Uzbekistan reported that
60 attempts to smuggle tobacco
products into Turkmenistan were
disclosed in 2011 on the Uzbek-
Turkmen border. In early 2012,
trafficking of 10 tons of tobacco
products illegally exported from
Uzbekistan to Turkmenistan was
ceased. In December 2011, the Na-
tional Security Service of Uzbek-
istan disclosed tobacco products
shipment to Turkmenistan esti-
mated as USD250,000 (REGNUM
Information Agency, 2011).

Similar phenomena of sharp in-
crease in cigarette sales without the
growth in consumption have oc-
curred in 2000-2007 in Ukraine
(Krasovsky, 2010) and in 2005-
2011 in Belarus (Krasovsky, 2012),
which was due to the expansion of
the illicit outflow of cigarettes from
these countries.

In 1995-1998, excise tax rates in
Uzbekistan did not change. In
1999, they were significantly in-
creased, which resulted in substan-
tial revenue growth. However,
later, despite the inflation and in-
come growth in 2001-2008, excise
tax rates were reduced and re-
mained at the same level, which re-
sulted in a decline in real revenues
from the excise tax.
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Contrary to expectations, the tran-
sition to specific excise tax in
Uzbekistan with keeping excise tax
rates at the same level in 2005-
2008 did not avert cigarette price
increase; budgetary revenue was
lost to the benefit of the tobacco in-
dustry incomes, as they increased
the pre-tax part of cigarette prices.

In contrast, a significant increase in
excise taxes in 2010 and 2011 led
to an increase in revenue from ex-
cise taxes even with cigarette sales
shrinking.

The share of excise in average
weighted retail price of filter ciga-
rettes in 2004-2011 ranged from
10-17% (or 16-27% in the
weighted average wholesale price),
which is much lower than both the
level of 70% recommended by the
WHO (World Health Organization,
2010) and the level established by
the European Union Directive —
57% (Council of the European
Union, 2011). Our calculations
show that even in case of three-fold
excise tax increase, the share of ex-
cise in the wholesale cigarette price
will only rise from 16% to 32%.
The European Union Directive also
states that minimum excise per
1000 cigarettes should be 64 euro,
while in Uzbekistan in 2013 the ex-
cise was only 5 euro.

The results confirm the inverse re-
lationship between the level of
taxes and prices, on the one hand,
and the demand for cigarettes, on
the other, that is, the higher the to-
bacco price, the lower are the sales.
Conversely, when real cigarette
prices decline, people smoke more
(Jha & Chaloupka, 1999). Low cig-
arette taxes also result in relatively
low budget revenues, which is a
missed opportunity to recover the
economic costs of tobacco use.

Along with certain strengths, the
study bears some limitations. Most
of them derive from a limited time

span for which data were available
to pursue country-based estimates.
The price elasticity value of -0.5
looks rather high, it should be
taken into account that cigarette de-
mand is also determined by other
tobacco control measures, and
Uzbekistan adopted tobacco con-
trol law in late 2011 and ratified
FCTC in early 2012. The actual
price elasticity of the cigarette de-
mand in Uzbekistan could be lower
than that estimated by the authors;
but smaller elasticity would mean
lower decline in cigarette sales and
larger increase in revenue would
follow in case of excise rate in-
crease. We assumed that the to-
bacco industry increase its pre-tax
price only by the CPI, while in re-
ality they could change it both
ways. With larger increases of the
pre-tax price decline in cigarette
sales would be more tangible but
the revenues might be smaller than
modelled. Changes in the tobacco
taxation policy in the neighbouring
countries may have impact on il-
licit cigarette export and import
with subsequent changes in taxable
sales. Therefore, the suggested rev-
enue forecasts show potential
trends, while the exact estimates
may be subject to additional num-
ber of determinants.

CONCLUSIONS

1. Stabilization or reduction in cig-
arette excise taxes in Uzbekistan in
2002-2008 led to a decline in real
excise revenues and the growth of
cigarette sales.

2. In those years (1999, 2010, and
2011) when the excise tax rates
were significantly increased, the
real revenues grew, despite the de-
cline in cigarette sales.

3. Levels of cigarette excise in
Uzbekistan remain low both as a
percentage of price (on average
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15% of the retail price), and com-
pared to most of the neighboring
countries.

4. As a result of low excise rates,
illegal outflow of cigarettes from
Uzbekistan apparently exceeds the
illegal inflow of cigarettes in
Uzbekistan.

5. A significant increase in ciga-
rette excise (1.5-3 fold) can both
increase budget revenues and re-
duce cigarette consumption, with
faster increase yielding more bene-
fits.

ABOUT THE AUTHORS

Shukhrat U. Shukurov - Coordina-
tor of «Institutional Strengthening
of the System for NCD Prevention
and Control» Component, Health
III project of the Ministry of
Health, Uzbekistan, implemented
with the World Bank participation

Konstantin S. Krasovsky - Head of
Tobacco control unit, Ukrainian In-
stitute for Strategic Research of the
Ministry of Health, Ukraine.
Email: krasovskyk@gmail.com

[Iyxpar LLlykypoB — KoOpAHHATOP
KOMITOHEHTa « YKPEIUICHHE CHU-
CTEMBI TPOMMIIAKTUKN W KOHTPOJIS
HW3» mpoekra «3mopoBbe-3» Mu-
HHUCTEPCTBA 3/IpaBOOXPAHCHUS ¥3-
OeKmcTaHa, peau3yeMoro mpu
ydactiu BeemupHoTro 6aHKa.

Koncrantun Kpacosckuii - 3aBe-
JIYIOIINI CEKTOPOM KOHTPOJIIS Hajl
Tabakom MHCTHTYyTA cTpaTerude-
CKHUX HCcleI0oBaHui MUHHU-
CTEepCTBa 37]PaBOOXPAHCHNUS
YKpauHsl.

The authors declare to have no
conflict of interest.

This paper was received February
17,2013; accepted May 5, 2013;
published May 24, 2013.

Shukurov Sh.U., Krasovsky K.S. | 15



TOBACCO CONTROL

REFERENCES

Council of the European Union.
(2011). COUNCIL DIRECTIVE
2011/64/EU of 21 June 2011 on the
structure and rates of excise duty
applied to manufactured tobacco.
Retrieved 16 Jan 2013, from
http://eur-lex.europa.eu/LexUriServ/
LexUriServ.do?uri=0J:L:2011:176:0
024:0036:EN:PDF

Eriksen, M., Mackay, J., & Ross, H.
(2012). The Tobacco Atlas (4th ed.):
American Cancer Society.

Gallus, S., Tramacere, 1., Boffetta, P.,
Fernandez, E., Rossi, S., Zuccaro, P.,
La Vecchia, C. (2011). Temporal
changes of under-reporting of
cigarette consumption in population-
based studies. Tob Control, 20(1),
34-39. doi: t¢.2009.034132 [pii]
10.1136/t¢.2009.034132 [doi]

Gilmore, A., Collin, J., & Townsend, J.
(2007). Transnational tobacco
company influence on tax policy
during privatization of a state
monopoly: British American Tobacco
and Uzbekistan. Am J Public Health,
97(11), 2001-2009. doi:
AJPH.2005.078378 [pii]
10.2105/AJPH.2005.078378 [doi]

Gilmore, A., McKee, M., & Collin, J.
(2007). The invisible hand: how
British American Tobacco precluded
competition in Uzbekistan. Tob
Control, 16(4), 239-247. doi:
16/4/239 [pii]
10.1136/tc.2006.017129 [doi]

16 | Shukurov Sh.U., Krasovsky K.S.

IARC. (2011). Effectiveness of Tax and
Price Policies for Tobacco Control
IARC Handbooks of Cancer
Prevention in Tobacco Control (Vol.
14). Lyon, France: International
Agency for Research on Cancer.

Jha, P., & Chaloupka, F. J. (1999).
Curbing the epidemic: governments
and the economics of tobacco
control: World Bank Publications.

Krasovsky, K. (2010). "The lobbying
strategy is to keep excise as low as
possible" - tobacco industry excise
taxation policy in Ukraine. 7ob Induc
Dis, 8, 10. doi: 1617-9625-8-10 [pii]
10.1186/1617-9625-8-10 [doi]

Krasovsky, K. (2012). Dynamics of
smoking prevalence and tobacco
products market in Belarus. Tobacco
Control and Public Health in Eastern
Europe, 2(1), 9-16. doi:
10.6084/m9.figshare.92915

Ministry of Health of the Republic of
Uzbekistan. (2004). Uzbekistan
Health Examination Survey 2002.

REGNUM Information Agency.
(2011). An attempt to smuggle
tobacco products into Turkmenistan
was stopped. Retrieved 16 February
2013, from
http://www.regnum.ru/news/1474156
Shtml#ixzz211rRyHNM

State Customs Committee of the
Republic of Uzbekistan. (2010).
“Foreign” tobacco. Retrieved 16
February 2013, from
http://old.customs.uz/rus/news/zabug
orniy tabak.mgr

ORIGINAL STUDY

Usmanova, G., Mamatova, N.,
Shukurov, S., Yurekli, A., &
Makhamova, N. (2007). Economic
and health costs of smoking in
Uzbekistan (based on the results of
household inpatient, and outpatient
surveys). Tashkent.

Usmanova, G., Neumark, Y., Baras,
M., & McKee, M. (2012). Patterns of
adult tobacco use in Uzbekistan. Eur
J Public Health, 22(5), 704-707. doi:
ckr125 [pii]
10.1093/eurpub/ckr125 [doi]

World Health Organization. (2005).
WHO Framework convention on
tobacco control. Geneva: World
Health Organization.

World Health Organization. (2010).
WHO technical manual on tobacco
tax administration. Geneva: World
Health Organization.

World Health Organization. (2011a).
Global status report on
noncommunicable diseases 2010.
Geneva: World Health Organization.

World Health Organization. (2011b).
WHO report on the global tobacco
epidemic, 2011: Warning about the
dangers of tobacco. Geneva: World
Health Organization.

World Health Organization. (2012).
WHO global report: mortality
attributable to tobacco. Geneva:
World Health Organization.

Tobacco control and public health in Eastern Europe | 2013, Vol.3, No.1



