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Tobacco taxation policy in three Baltic countries after the EU accession

Konstantin Krasovsky

BACKGROUND: Estonia, Latvia and Lithuania
joined the EU in 2004 and had to increase tobacco
excise rates. The aim of the paper is to explore the
impact of tax policies on tobacco consumption,
revenue and tobacco market in the Baltic coun-
tries.

METHODS: Data on tobacco sales, tax rates,
prices, revenues, and smoking prevalence were
taken from databases and reports. Tobacco afford-
ability index was calculated using data on prices
and GDP.

RESULTS: Tobacco taxation policy had three simi-
lar stages in Baltic countries: (1) In 2004-2007,
tax rates increased slowly and cigarettes became
more affordable in years of economic boom. To-
bacco consumption and smuggling out of Baltic
countries was on the rise, which caused increase
of sales and revenues. (2) In 2008-2009, Baltic
countries had to hike excise and VAT rates in years
of economic recession, which caused sharp decline
of cigarette affordability and resulted in large de-
cline of consumption and sales and some excise
revenue downfall in 2009-2010; however, all coun-
tries had higher revenues in 2010 than in 2007.

(3) In 2011, economic situation improved and to-
bacco sales and revenue increased.

The tobacco taxation policy in Baltic countries in
2004-2011 resulted in: (1) decline of total (licit +
illicit) annual cigarette consumption by 30% both
in Latvia and Lithuania, and by 10% in Estonia;
(2) decline of daily smoking prevalence by 10-
20%; (3) decline of the out-of-country smuggling;
(4) almost no changes in volumes of smuggling
into Lithuania and Estonia; (5) three-fold increase
of the annual tobacco revenues in three countries
combined.

CONCLUSIONS: Decrease of tobacco affordability
caused by tax hikes and economic recession was
the key factor of tobacco consumption decline. To-
bacco tax hike is a win-win policy, while in years of
economic boom it has more fiscal benefits and in
years of economic recession it has more public
health benefits.

KEYWORDS: tobacco; excise tax; Estonia; Latvia;
Lithuania; Baltic countries; affordability; smoking
prevalence; tobacco consumption; tobacco smug-

gling.

[MonuTrka HAT0r000/10:KeHMs Ta0aKa B TPex baJTHHCKHUX CTpaHax mocJjie ux

npucoennnenus k Esponeiickomy Corosy

KoHcTaHTuH Kpacosckui

YAK 336.226.331:663.97(474)

AKTYAJIbHOCTb: JlatBus, JIuTBa n SCTOHUSA Npu-
coeanHunmcb kK EBponeickomy Cotosy B 2004 roay,
1 3TO NOoTpeboBano OT HUX MOBbIWEHMS aKLN30B Ha
Tabak. Llenbto aaHHoM paboTbl siBNseTca aHanus
B/INSIHWSI HANOrOBOW MOMIMTUKKN Ha noTpebneHune
Tabaka, goxoabl 6roaxeTa 1 TabayHbll PbIHOK B
BanTtuincknx ctpaHax.

METO/[bI: OaHHble 0 npoaaxax TabayHbIX Usge-
NN, YPOBHSAX HANOroB, LieHax, A0X04aX U pacnpo-
CTP@HEHHOCTU KypeHus 6binn B3aTbl U3 6a3 AaH-
HbIX M OTYETOB. MHAEKC LeHOBOW AOCTYMHOCTH
Tabaka BblUMCASANCS C yyeToM ueH n BHI.

PE3YJIbTATbI: MonuTruka HanoroobnoxeHus Ta-
6aka nmena Tpu NoAo6HbIX cTaamMm B BanTuiickmnx
cTtpaHax: (1) B 2004-2007 rogax Hanoru ysennumn-
Ba/IMCb MeASIEHHO, N Ha (POHE 3KOHOMUYECKOro po-
CTa curapeTbl CTaHOBUAUCHL Honee AOCTYMHbIMY.
MoTpebneHune Tabaka n KoHTpabaHaa u3 banTtuii-
CKWX CTpaH BO3pacTaan, YTO NpMBOAWNIIO K POCTY
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npogax v goxonos 6roaxera. (2) B 2008-2009 ro-
[ax, Ha oHe 3KOHOMMYecKoro Kkpusuca, bantuin-
CKMWe CTpaHbl 6bN BbIHYXAEHbl Pe3KO NMOBbICUTb
akumsbl 1 HAC, 4TO NpUBENO K pe3KOMY CHUXKEHUIO
AOCTYMHOCTU CUrapeT, ux notpebnexHuns n npoaax,
a TakXXe HEKOTOPOMY CHUXXEHMIO aKLM3HbIX MO-
cTtynneHuin B 6toaxeTt B 2009-2010 rogax, XoTs BO
BCeX CTpaHax 3Tu noctynnenns B 2010 roay 6bimn
Bbllwe, yem B 2007. (3) B 2011 roay aKoOHOMUue-
CcKas cuTyauums ynydwunacb, npogaxu tabaka u
noxoabl 6roaxeTa BO3pOC/N.

Monutnka HanoroobnoxeHus Tabaka B banTuiickmx
cTpaHax B 2004-2011 rogax npusBena K crienyto-
WM pesynbTaTaM: (1) obwee (neranbHoe n Hene-
ranbHoe) noTpebneHne curapeTt CoOKpaTuUIoCh Ha
30% B JlatBuu 1 Jintee n Ha 10% B DCTOHUM;

(2) pacnpocTpaHeHHOCTb eXeAHEeBHOro KypeHus
CHu3mnnacb Ha 10-20%; (3) KoHTpabaHaa curapet
13 banTUNcKMX cTpaH cokpaTtunach; (4) ypoBHU
KOHTpabaHAbl curapeT B JINTBY M DCTOHMIO MOYTU
He naMeHunuco; (5) exeroaHble NOCTyNAeHUs B
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6roaxeT oT TabayHbIX aKLM30B AN1s TpeX CTpaH
BMECTE B34TbIX, BbIPOC/IN BTPOE.

3AKJTIOYEHUE: CHM>XeHne LeHOBOW AOCTYMHOCTHU
Tabaka, Bbl3BaHHOE MOBbILIEHMEM HA/IOrOB U 3KO-
HOMWYECKOW peLieccmen, cTano KayeBbiM (haKTo-
pPOM CHMXeHus noTpebneHnsa Tabaka. NoBbllweHne
TabayHbIX HA/IOroB AABNSIETCA CTpaTernen c ABon-
HOW BbIFOAOM, MPW 3TOM B roAbl 3KOHOMUYECKOTO

ORIGINAL STUDY

poCTa ﬂp806ﬂaﬂa|OIJJMMM ABNAKOTCA Cbl/IHaHCOBbIe
Bblroabl, a B rogbl 3SKOHOMMYECKOro cnaga — Bbl-
roabl Ans o6LecTBeHHOro 340pOBbA.

KNKOYEBDBIE C/TOBA: Tabak; akuM3HbIA Hanor;
OcToHus; NlatBusa; Jintea; banTuiickme cTpaHsbl;
LleHoBas AOCTYMHOCTb; PacnpoOCTPaHEHHOCTb Kype-
HUS; noTpebneHve Tabaka; koHTpabaHaa Tabau-
HbIX U3aenui.

IMoniTHKA ONMOAATKYBAHHSA TIOTIOHY Y TPHOX KpaiHax baJrii micJs ix
npueaHaHus 10 €sponeiicbkoro Coro3y

KoctsaHTnH KpacoBcbkuii

AKTYAJIbHICTb: EcTtoHis, JlaTtsis i JInTBa npueaHa-
nucs go €sponencbkoro Cotosy y 2004 podui, wo
BMMaraso Bi4 HUX MiABULLEHHSA aKUM3iB Ha THOTIO-
HOBi BUpO6MK. MeToto uiei poboTn € aHani3 BNAnBY
NONITUKN ONOAATKYBaHHS TIOTIOHY Ha MOro CnoXu-
BaHHSA, HAAXOAXKEHHSA A0 6I04XeTy Ta PUHOK THOTHO-
HOBMX BMpO6iB y KpaiHax BanTii.

METOAW: [daHi CTOCOBHO NMpoAaxiB TIOTIOHOBUX BU-
pob6iB, noaaTKiB, UiH, HAAXOAXKEHb | MOLWMPEHOCTI
KypiHHS 6pann 3 6a3 gaHux Ta 3BiTiB. IHAEKC UiHo-
BOI IOCTYMHOCTI TIOTIOHY 064uMcntoBanm 3 ypaxy-
BaHHAM UiH Ta BHI.

PE3YJIbTATW: MNoniTnka onofaTKyBaHHSA TIOTIOHY
Mana Tpw noaibHi cTagii y kpaiHax banTii:

(1) Y 2004-2007 pokax noaaTku 3pocTanu no-
BifIbHO, | CUrapeTu ctaBanan AOCTYMHIWMUMW Ha Thi
€KOHOMIYHOro 3pocTaHHA. CrnoXnBaHHS TIOTIOHY Ta
KoHTpabaHaa 3 KpaiH banTii 3pocTanu, Wwo npmusso-
OWN0 A0 POCTY NpoAaxiB Ta HAaAXOAXeHb A0 b6oa-
xeTy. (2) B 2008-2009 pokax nia 4yac eKOHOMIiYHOI
Kpu3un KpaiHn banTii 6ynu 3MyLweHi CyTTeEBO NiaBu-
WMTK akumsu Ta MNMAB, Wwo npmu3Beno 40 3HMXKEHHS
LIHOBOI AOCTYMNHOCTI cMraperT, iX CNOXMBaHHSA Ta
npoAaxis, a TaKoX A0 AESAKOro 3HUXEHHS aKun3-
HUX HaaxomxeHb y 2009-2010 pokax. Ane B ycCix
KpaiHax ui HaaxoaxeHHa 2010 poky nepesuLly-

Banu Taki 2007 poky. (3) B 2011 poui ekoHOMIYHa
cuTyauia nokpawmnacs, npogaxi TIOTIOHY Ta HaA-
XOAKEeHHS A0 6roaXeTy 3poc/u.

MoniTnka onoAaTKyBaHHSA TIOTIOHY B KpaiHax banTii
B 2004-2011 pokax npu3Bena A0 TaKUx pesynbTa-
TiB: (1) 3aranbHe (neranbHe Ta HenerasbHE) Cno-
XXUBaHHS curapeT ckopoTunocs Ha 30% y JlaTsii 1
NuTei Ta Ha 10% B EcToHii; (2) nowmnpeHicTb wo-
OEHHOro KypiHHS 3HM3Mnacs Ha 10-20%; (3) KOHT-
pabaHaa curapet 3 banTiicbknx KpaiH 3MeHLWn-
nacs; (4) piBHi KOHTpabaHau curapet Ao JIuTeu Ta
EcToHii Maiixxe He 3MiHuMnncs; (5) wopiyHi Haaxoa-
XKEHHS BiZ TIOTIOHOBUX aKLM3iB A0 6I0AXKeTIiB TPbOX
KpaiH pa3oM y38TuX, 3p0C/an BTpUui.

BUCHOBKW: 3HnxeHHS WiHOBOI 4OCTYMHOCTI THO-
TIOHY BHaC/MIAOK NiABULLEHHS aKUM3iB Ta EKOHOMIY-
HOI KpU3W € K/TIOYOBUM (PAKTOPOM 3HUXKEHHS CMo-
XXUBAHHS TIOTIOHY. MMiABULWEHHS TIOTIOHOBUX
rnoAaTkiB € CTpaTeri€lo 3 NOABIHOK BUIoA40K, Mpu
LLbOMY B POKM €KOHOMIYHOro 3pOoCTaHHS nepesa-
XatTb PiHAHCOBI BUroan, a B pOKM €KOHOMIYHOT
KpU3KW — BUroau Ans rfpOMaACcbKoro 340poB's.

KHOYOBI CJZTOBA: TIOTIOH; aKUW3HWUIA NoAaTok;
EcTonis; Natsisa; JlutBa; KpaiHu banTii; uiHoBa po-
CTYMNHICTb; MOLWMPEHICTb KYPiHHS; CMOXWUBAHHS THO-
TIOHY; KOHTpabaHAa TIoTIOHOBUX BMPOGIB.

INTRODUCTION

Estonia, Latvia and Lithuania
joined the European Union (EU) on
May 1, 2004. This involved, among
others, substantial changes in their
tax systems. According to the EU
Directive 2002/10, excise duties
levied on cigarettes should account
for at least 57% of the retail selling
price, inclusive of all taxes, and,
since July 2006, to be at least €64
per 1000 cigarettes for the ciga-
rettes belonging to the most popu-
lar price category (MPPC). Under
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their Acts of Accession, all three
Baltic States were granted deroga-
tions to postpone the application of
the minimum excise duties till 31
December 2009.

As of May 2004, the cigarette ex-
cise was just 12 euro in Latvia, 21
euro in Lithuania, and 26 euro in
Estonia, so the excise rates increase
should be rather high. Tax increase
was not an initiative of local gov-
ernments, but the EU requirement.
These unprecedented increases

would not have happened in the ab-
sence of EU uniform tobacco ex-
cise tax policy.

There is sufficient evidence that the
increases in tobacco excise taxes
that enhance prices result in a de-
cline in overall tobacco use
(Chaloupka, Straif, & Leon, 2011).
The Baltic countries ratified the
World Health Organization Frame-
work Convention on Tobacco Con-
trol (WHO FCTC) and it entered
into force for all 3 countries in
2005. The WHO FCTC Article 6
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states that each Party should imple-
ment tax policies and price policies
on tobacco products so as to con-
tribute to the health objectives
aimed at reducing tobacco con-
sumption.

Cases of tobacco taxation policy in
the Baltic countries were presented
by the tobacco industry sponsored
think tank (International Tax & In-
vestment Center, October 2011) as
an example of ineffective policies
leading to growing illicit market
with little revenue benefit. How-
ever, no analysis of public health
effects of tobacco tax policies in
the Baltic countries were found in
available literature.

The aim of the paper is to explore
the impact of tax policies imple-
mented in Estonia, Latvia and
Lithuania in 2000s on tobacco con-
sumption, revenue and tobacco
market.

The tasks addressed in this case
study in order to evaluate effective-
ness of the taxation policies in the
Baltic countries after the EU acces-
sion were as follows:

1. To estimate impact of tobacco
taxation policies on tobacco prod-
ucts prices and affordability taking
into account national economic sit-
uation.

2. To estimate impact of tobacco
taxation policies on tobacco smug-
gling both into and out of the coun-
tries.

3. To estimate tobacco excise rev-
enue trends.

4. To estimate the impact of
changes in tobacco products afford-
ability on tobacco consumption
(amount of tobacco products used
in a country) and smoking preva-
lence (percentage of smokers
among the population) in the Baltic
countries.

MATERIALS AND
METHODS

Data on tobacco (cigarettes and
other tobacco products) sales, tax
rates, prices and tax share in retail
price were taken from the Euro-
pean Commission database (Euro-
pean Commission, 2012) and re-
ports as well as from the national
statistics databases and reports.

Real (inflation and/or income ad-
justed) prices and tax rates were
calculated using the consumer
price index (CPI) data. CPI data
were taken from national statistics
databases for Latvia (Central Sta-
tistical Bureau of Latvia, 2012) and
Lithuania (Statistics Lithuania,
2012) and Harmonized Index Con-
sumer Price (HICP) was taken
from the Eurostat (European Com-
mission. Eurostat, 2012) site data-
base for Estonia, as CPI for to-
bacco products is not available in
the Estonian national statistics
database.

Inflation adjusted price increases
were calculated as:

CPliobacco” CPIalLitems’ for ex-
ample, if CPl 000 Was 6.1% and
CPLy|1 items Was 4.4%, inflation
adjusted price increase was 1.6%
(106.1:104.4=101.6). Because the
Baltic countries experienced eco-
nomic boom in 2002-2007 and then
severe economic recession in 2008-
2009 and some economic growth in
2011, to adjust tobacco prices to in-
come changes, the tobacco afford-
ability index was calculated as: In-
flation adjusted price increase /
Gross domestic product (GDP) an-
nual change (GDP data were taken
from the national statistics data-
bases). For example, if the real
GDP increase was 5.5%, inflation
adjusted price increase was 1.6%,
the tobacco affordability index was
3.8% (105.5:101.6=103.8).

Data on illicit tobacco consumption
were taken from the World Cus-
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toms Organization (WCO) Reports
(World Customs Organization,
2004, 2008, 2010, 2012) and the
KPMG Reports(KPMG, 2005,
2011, 2012), with some precau-
tions. Recent KPMG Reports
(KPMG, 2011, 2012) on tobacco
consumption in the EU were com-
missioned by the Philip Morris In-
ternational. These reports mainly
use the Empty Pack Surveys (EPS)
to estimate both non-domestic cig-
arette consumption (“inflow”) and
number of cigarettes, which were
taxed in a country, but smoked in
other countries (“outflow”). The
authors of the reports admitted that
such surveys have many limita-
tions, for instance the sample is
more heavily weighted towards
populous, urban areas. Other re-
searchers (Adams & Effertz, 2011)
argue that the EPS study makes use
of systematic misspecifications and
impreciseness and thus seems to
pursue the aim of showing an exag-
gerated high amount of illegally
imported cigarettes. It is known
that the tobacco industry exagger-
ates smuggling claims to preclude
tax increases (Mackay, Eriksen, &
Ross, 2012), so the industry com-
putations on tobacco smuggling
into the country were considered as
upper estimates. For all the above
mentioned indicators change over
time was examined.

Smoking prevalence trends were
estimated with data from bi-annual
Finbalt Health surveys reports
(Sippola & Sipild, 2011), including
national reports (Grabauskas et al.,
2005; Grabauskas et al., 2003;
Grabauskas et al., 2007,
Grabauskas et al., 2011,
Grabauskas et al., 2009; Pudule et
al., 2003; Pudule et al., 2005; Pud-
ule et al., 2010; Pudule et al., 2007,
Tekkel & Veideman, 2011; Tekkel,
Veideman, & Rahu, 2007; 2009)
and Euromonitor database (Eu-
romonitor International, 2012).
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RESULTS

Tax rates

All the Baltic countries started to
increase tobacco excise rates prior
to the EU Accession and in 2002-
2004 the rates were increased sev-
eral times (Table 1).

Since 2005, Latvia, which had the
lowest excise yield, increased rates
at least annually till 2010, while
two other countries had 2.5 years
periods of no tax change (Estonia:
1.07.2005-1.01.2008; Lithuania:
1.01.2005-1.07.2007). Then both
countries had periods of sharp tax
increases to meet the EU rules: dur-
ing the 2008 Estonia increased spe-
cific rate from 275 to 500 krons
and advalorem rate from 26% to
31%. Lithuania in 2008-2009 in-
creased specific rate from 66 to
132 lits and advalorem rate from
15% to 25%.

In 2009, all three countries in-
creased VAT rates due to the eco-
nomic recession (see Table 1).

After tax rates changes in 2004-
20009, the total excise yield ex-
ceeded the EU level of 64 euro in
2009 in Estonia and Latvia and in
2010 in Lithuania. In Latvia, the
yield increased almost 6-fold, in
Lithuania 3.3-fold and in Estonia
2.6-fold (Figure 1).

In 2010-2011, there were no excise
tax rates increases in Lithuania; Es-
tonia had rather small increases and
Latvia even slightly decreased ad-
valorem excise rate, while in-
creased specific excise rate and
VAT.

According to the EU Council Di-
rective 2011/64/EU, the minimum
excise yield should increase to 90
euro by 1 January 2014, but all the
Baltic countries were allowed a
transitional period until December
31, 2017 in order to reach the re-
quirements.

TOBACCO CONTROL

Before the EU accession, excise
share in the cigarette retail price
was below 50% in the Baltic coun-
tries. Total tax (excise + VAT)
share was about 60%, and then it
gradually increased and reached
the highest level in 2008 for Esto-
nia (92%) and Latvia (90%). In
Lithuania, this proportion increased
annually, but did not exceed 80%.
In 2012, the total tax and excise tax
proportions were respectively 84%
and 68% in Estonia, 81% and 64%
in Latvia and 78% and 61% in
Lithuania (European Commission,
2012).

After the EU accession, the excise
tax policy had similar stages in all
three countries: 1) moderate tax in-
creases in 2004-2007; 2) steep in-
creases in 2008-2009 to meet the
EU requirements; 3) minimal tax
increases after the EU level was
met.
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Figure 1. Average excise yield (in euro per 1000 cigarettes) in the Baltic countries in 2002-2012.
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Table 2. Price indexes, annual rates of change (%)

ESTONIA 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
HICP all items 27 12 48 36 51 97 75 -19 54 41

HICP tobacco 4 99 103 41 51 16 505 08 99 93
Inflation adjusted tobacco price 13 86 52 05 00 -74 400 28 43 50
Real GDP change, as percent of previous year 66 78 63 89 101 75 -37 -143 23 76
Tobacco affordability index 53 07 10 84 101 161 -312 -166 -19 25
LATVIA 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CPI, all goods and services 19 29 62 67 65 101 154 35 -11 44
CPI, tobacco 75 16 89 64 8 234 763 262 53 6,1

Inflation adjusted tobacco price 55 13 25 03 14 121 528 219 65 16
Real GDP change as percent of previous year 72 76 89 101 M2 96 -33 -177 09 55
Tobacco affordability index 16 90 62 104 97 -22 -367 -325 -69 38
LITHUANIA 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CPI, all goods and services 10 13 29 30 45 81 85 13 38 34
CPI, tobacco 70 120 63 02 -02 123 194 464 51 27
Inflation adjusted tobacco price 81 135 33 -27 -45 39 100 445 13 -07
GDP change, as percent of previous year 68 103 74 78 78 98 29 -148 14 59
Tobacco affordability index 12 28 40 108 129 57 65 -410 0,1 6,6

CPI - Consumer Price Index
HICP — Harmonized Index Consumer Price (index harmonized by the Eurostat)
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Figure 2. Nominal prices in euro per 1000 cigarettes: Most popular price category (MPPC) prices
for 2002-2010; weighted average prices (WAP) for 2011-2012.
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Prices

For cigarette prices, we also see
three similar stages (Figure 2) as
with tax rates: (1) moderate price
increases in 2002-2007; (2) sharp
rise in 2008 for Estonia and Latvia
and in 2009 for Lithuania; (3) very
moderate price increase over the
subsequent years. It should be
noted that in the EC taxation data-
base for 2002-2010, data on the
most popular price category
(MPPC) were presented. Since
2011, the database displays a
weighted average price (WAP) and
it was very close in all three coun-
tries (about 2.2 euro per pack of 20
cigarettes).

Price changes were also estimated
adjusted for inflation and GDP
growth (Table 2).

For all Baltic counties, tobacco af-
fordability increased in 2002-2007
and sharply declined in 2008-2010
due to combined effect of sharp tax
hikes and economic recession. Dur-
ing those three years combined, the
tobacco affordability index de-
clined by 60% in Latvia, by 44% in
Estonia and by 45% in Lithuania.
In 2011, it started to increase again.

Cigarette sales

For some years data on sales are
not consistent and different sources
provide different estimates. It
should be noted that the govern-
ments provide data on tax-paid cig-
arettes (European Commission,
2012) and the industry sources (Eu-
romonitor International, 2012;
KPMG, 2011) provide data on ac-
tual legal retail sales. The main
cause for inconsistency is fore-
stalling, which is a release of large
volumes of products immediately
prior to a tax rates increase.

The forestalling impact is espe-
cially obvious for Estonia (Fig. 3a),
which had large increases of tax-
paid sales in 2007 and 2009, just
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Figure 3a. Cigarette sales in Estonia in 2002-2011 (billion sticks).
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Figure 3b. Cigarette sales in Lithuania in 2002-2011 (billion
sticks).
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Figure 3c.Cigarette sales in Latvia in 2002-2011 (billion sticks).
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before tax increases (see Table 1),
and sales declines in 2008 and
2010, when tax rates were higher.

However, total sales in Estonia for
2007-2010 are almost equal for all
three data sources. Retail sales had
slight upward trend in 2003-2007:
from about 2.1 billion cigarettes to
about 2.3 billion cigarettes. Then
sales declined, but since 2009 they
were rather stable: about 1.8 billion
a year.

In Lithuania, forestalling-driven
“jumps and falls” of tax-paid sales
are obvious as well (Figure 3b).

Tax hikes in Lithuania took place
in 2003-2004, 2007 and 2009 (see
Table 1) and tax-paid sales falls
took place exactly in those years
with tax-paid sales jumps in years
preceding the tax increases. After
large decline in 2002-2004, sales in
Lithuania experienced sharp
growth in 2004-2008 and even be-

came higher than in 2002. Then
they declined in 2009-2010, but in
2011 sales slightly increased.

Latvia increased taxes regularly but
anyway it had forestalling “jumps”
in 2006 and 2008 (Figure 3c).

KPMG report noted (KPMG, 2005)
that the governmental indicators of
sales in 2002-2004 in Latvia were
based on the fiscal stamps, but they
did not match with the quantities
per annum communicated by the
tobacco industry. Moreover, the EU
figures (based on the governmental
reports) on quantities did not match
with the duties collected taking into
account the excise duty rates appli-
cable. The estimates of the tobacco
industry are far lower and show a
minor volume increase from 2002
through 2004 (see Fig. 3c). Based
on the industry data, there was an
upward trend in tobacco sales in
2002-2007, sharp decline in 2008-
2010 and small increase in 2011
(Fig. 3¢).

ORIGINAL STUDY

Cigarette sales trends have com-
mon stages in all 3 countries: (1) a
moderate increase in 2002-2007;
(2) a sharp decline in 2008-2010;
(3) a small increase in 2011. Com-
bined annual sales for three Baltic
countries were about 9-10 billion
cigarettes in 2002-2005, then they
increased to about 12 billion in
2007-2008 and declined to about
6 billion in 2010-2011.

Revenues

Revenue trends in 2002-2011 were
also similar for the Baltic countries

(Fig. 4).

In 2003-2007, steady but slow an-
nual increases of excise tax rev-
enues were observed in all three
countries. Revenue increased even
over those years when the tax rates
were not raised (see Table 1) as
tax-paid sales increased (see Fig-
ures 3a-c). In 2008, Estonia sub-
stantially increased excise rates,

1250
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M Estonia Latvia B Lithuania
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Figure 4. Tobacco excise revenues (in million Euros). Data from the EC (European Commission,

2012).
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Table 3. The economic consequences of tobacco taxation policies in the Baltic countries after the
EU accession

Estonia Latvia Lithuania
2003 2011 Change 2003 2011 Change 2003 2011 Change

% % %
Excise tax yield, euro per 1000 cigarettes 22 75 240 10 73 628 13 65 402
Cigarette price, euro per 1000 48 110 129 30 111 270 40 108 170
Real (inflation-adjusted) cigarette price, 48 77 61 30 68 126 40 77 91
euro per 1000
Revenue nominal, 53 145 174 38 160 321 59 186 215
million Euro
Real (inflation-adjusted) revenue, 53 102 93 38 98 157 59 132 124
million Euro
Tax-paid cigarette sales, billion 2,1 1,77 -16 2,7 1,8 -33 39 2,7 -31
(KPMG data)
Non-tax-paid cigarette sales, billion 0,4 0,37 -8 0,35 0,9 157 1,5 1,18 -21
(KPMG data)
Proportion of non-tax paid cigarettes in 16,0 17,3 8 1,5 33,3 190 27,8 304 9

total sales
(legal consumption + outflow + inflow),%

but had no revenue increase due to
forestalling. Instead, it had large
revenue growth both in 2007 and
2009, while there were no excise
increases in those two years. Sales
data (Fig. 3a) explain this paradox.

Lithuania highly increased tax rate
in 2009 but also had almost no rev-
enue increase in that year due to
the combined effect of forestalling
and reduced affordability during
the recession.

In 2008, Latvia’s revenue increased
almost twice due to the combined
effect of forestalling and tax rate
increase. Subsequently, the revenue
declined in 2009.

All three countries experienced
revenue decline in 2010 and rev-
enue growth in 2011 (Fig. 4), in
spite of the fact that Lithuania did
not increase tax rates in 2010-2011

whereas Estonia and Latvia had
very small increases of tax rates
over those years (Table 1).

As with tax rates, prices and sales,
the revenue trends in the Baltic
countries had three stages:

(1) moderate annual revenue in-
creases in 2003-2007; (2) mixed
trends in 2008-2010; (3) revenue
increase in 2011. The second pe-
riod was the most peculiar: while
eventually each country had higher
revenues in 2010 than in 2007, they
experienced revenue decline in
some years: Estonia in 2008 and
2010; Latvia in 2009 and 2010, and
Lithuania in 2010.

Anyway, overall economic conse-
quences of tobacco taxation poli-
cies, which were introduced in the
Baltic countries after the EU acces-
sion, were rather beneficial

(Table 3) as revenues increased
both in nominal and real terms in

2012, Vol.2, No.2| Tobacco control and public health in Eastern Europe

all three countries. The country
with the highest tax increase
(Latvia) had the largest price in-
crease, largest revenue increase and
the largest decline in sales.

Tobacco consumption and
smuggling

Tobacco consumption is usually
measured as the number of ciga-
rettes sold or taxed within certain
time period. As it was shown
above, annual tax-paid sales data
may be distorted by forestalling,
which is expressed in large vol-
umes of products being released to
warehouses immediately prior to a
tax increase.

In some countries, when cigarette
excise rates increase, some smok-
ers switch to “other tobacco prod-
ucts” (OTP). According to the EC
database (European Commission,
2012), amounts of fine-cut tobacco
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Table 4. Smuggling out of the Baltic countries (outflow) and smuggling into the Baltic countries
(inflow) in 2006-2011, billion cigarettes, KPMG estimates

Outflow Inflow Difference Total *
Estonia  Latvia Lithuania Estonia  Latvia Lithuania Estonia  Latvia  Lithuania

2002 0,3 04 0,8
2003 0,4 0,35 1,5
2004 0,4 0,35 14
2005
2006 0,65 0,82 0,9 0,55 0,53 24 0,10 0,29 1,50 5,85
2007 0,52 0,89 0,74 0,29 0,39 1,7 0,23 0,50 0,96 4,53
2008 0,43 0,18 1,19 0,18 0,39 1,09 0,25 0,21 -0,10 3,46
2009 0,33 0,07 0,41 0,56 0,88 1,18 0,23 0,81 0,77 3,43
2010 0,24 0,04 0,19 0,39 1,14 1,67 0,15 1,10 1,48 3,67
201 0,24 0,05 0,37 0,37 0,9 1,18 0,13 0,85 0,81 3,1

* - Total illicit market (inflow + outflow) for three Baltic countries

released for consumption increased
in the Baltic countries in 2004-
2011. However, in 2011, the share
of fine-cut tobacco in the general
tobacco consumption was just 6%
in Estonia, 3% in Latvia, and 2% in
Lithuania. Hence, cigarette con-
sumption is rather a good indicator
of the general tobacco consumption
in the Baltic countries.

Cigarette consumption may be
higher than sales (if tobacco smug-
gling into the country is high) or
lower (if tax-paid tobacco smug-
gling out of the country is high).
Reports usually focus on the first
kind of smuggling, while overlook-
ing the second one. However, tax-
paid tobacco smuggling out of the
Baltic countries was also very high
in 2000s.

According to the World Customs
Organization “Customs and To-
bacco Reports” (World Customs
Organization, 2004, 2008, 2010,
2012), Lithuania was among the
top cigarette “departure” countries
in 2002-2011. In 2002-2003, aver-
age of 23 large (more than 100,000
cigarettes) seizures of Lithuanian
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cigarettes were registered by the
WCO annually. In 2006-2009, the
annual average number of large
seizures increased to 53, and then
declined to 36 in 2010 and 15 in
2011. Latvia was also mentioned in
the WCO reports: in 2002-2003
about 80 million Latvian cigarettes
were seized (World Customs Or-
ganization, 2004). Cigarettes were
also smuggled from Estonia into
Finland and Sweden and the scope
of smuggling had increased in
years before the Estonian EU ac-
cession (Junninen & Aromaa,
2000).

According to the KPMG Project
Star reports (KPMG, 2011, 2012),
the “outflow” of cigarettes from the
Baltic countries was rather high in
2006-2008 (Table 4).

Estonian cigarettes were mainly
smuggled to Finland, while Latvian
and Lithuanian cigarettes were pre-
dominantly smuggled to the UK
and Ireland. In some years

(Table 4), outflow was higher than
inflow. Outflow could be one of the
explanations of legal sales increase
in 2004-2007 (See Fig. 3 a-c).

According to the KPMG estimates
(KPMG, 2005, 2012), there was al-
most no cigarette “inflow” increase
in 2006-2008 in comparison with
2002-2004 in any Baltic country
(Table 4). Then inflow highly in-
creased in 2009-2010 and declined
in 2011. In 2011, the number of
cigarettes smuggled into Estonia
and Lithuania was almost the same
as annual average numbers for
2002-2004 or 2006-2008, only in
Latvia it was higher. The inflow
cigarettes mainly came from Rus-
sia, Belarus (Krasovsky, 2012) and
Ukraine (Ross, Stoklosa, &
Krasovsky, 2012), where excise
rates were much lower than in the
Baltic countries.

If illicit market is estimated as sum
of “inflow” and “outflow” we see
downward trend of illicit market in
2006-2011 for the Baltic countries
combined while taxes were in-
creasing (Table 4).

With legal cigarette sales and both
cigarettes “inflow” and “outflow”,
KPMG (KPMG, 2012) estimated

total domestic cigarettes consump-
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tion (legal sales — outflow + in-
flow) in 2006-2011 for each of the
three Baltic countries (Figure 5).

The total consumption trends are
the same for all 3 countries: a small
increase in 2007 and then a decline
every subsequent year. In 2007-
2011, the total cigarette consump-
tion declined by 15% in Estonia, by
38% in Latvia and by 43% in
Lithuania.

In Latvia, according to the KPMG
(KPMG, 2005), the annual legal
sales in 2002-2005 were about 3-4
billion cigarettes, and average an-
nual legal sales+inflow was about 4
billion cigarettes. So we can as-
sume some increase in consump-
tion in mid-2000s in Latvia.

In Lithuania, according to the
KPMG data (KPMG, 2005), annual
legal sales+inflow decreased from
5.6 billion cigarettes in 2002 to 4.5
billion cigarettes in 2004. So even

TOBACCO CONTROL
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Figure 5. Total (licit + illicit) domestic cigarette consumption in
Estonia, Latvia and Lithuania in 2006-2011, billion cigarettes,

KPMG estimates.

if outflow is not taken into account,
cigarette consumption increased in
Lithuania in mid-2000s.

Tobacco consumption trends were
similar in all the Baltic countries in

2000s: consumption slightly in-
creased in 2002-2007 and sharply
declined in 2007-2011.

This sharp consumption decline
was the main factor of cigarettes
sales decline in 2007-2010. Ac-
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Figure 6. Cigarette market in three Baltic countries combined in 2003-2011, billion cigarettes.

KPMG reports data.
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Table 5. Daily smoking prevalence rates

ORIGINAL STUDY

1998 2000 2002 2004 2006 2008 2010
Estonia - total (16-64 years old) 29,7 30,3 28,3 32,8 29,9 26,2 26,2
Estonia - male 45,1 479 46,3 50,6 44 41,6 36,8
Estonia - female 20,1 212 17,7 22,5 21,3 19,3 18,7
Latvia - total (15-64 years old) 33,2 30,1 30,4 27,9
Latvia -male 55,7 55,5 56,4 52,2 49,5 48,4
Latvia -female 20,9 18,8 19,9 18,5 18,1 16,1
Lithuania - total (20-64 years old) 26,5 25 26,5 24,2 21,8
Lithuania - male 494 51,7 442 42,6 438 38,8 34,2
Lithuania - female 124 15,8 13,1 15,1 13,5 14,4 14,4

Harmonized data for 20-64 years old males and females are taken from the Finbalt Report (Sippola & Sipila, 2011).
Non-harmonized data for total adults are taken from the national reports (Grabauskas, et al., 2005; Grabauskas, et al., 2003;
Grabauskas, et al., 2007; Grabauskas, et al., 2011; Grabauskas, et al., 2009; Pudule, et al., 2003; Pudule, et al., 2005;
Pudule, et al., 2010; Pudule, et al., 2007; Tekkel & Veideman, 2011; Tekkel, Veideman, & Rahu, 2007; Tekkel, et al., 2009)

cording to the KPMG estimates, le-
gal sales in the Baltic countries
combined were 12.4 billion ciga-
rettes in 2007 and 6.0 billion in
2010 (Fig. 6).

Combined “outflow” smuggling
declined from 2.2 billion to 0.5 bil-
lion cigarettes over those years. To-
tal (legal sales minus outflow plus
inflow) domestic cigarette con-
sumption declined from 12.5 bil-
lion in 2007 to 8.7 billion cigarettes
in 2010. The difference between
the total domestic consumption and
the legal sales equals to the differ-
ence between outflow and inflow.
Sales decline in 2007-2010 in the
Baltic countries combined was 6.46
billion cigarettes, but it was caused
by: (1) total domestic consumption
decline (3.97 billion — 61% of sales

decline); (2) reduction of the out of
smuggling (1.68 billion — 26% of
sales decline); (3) increase of the
into cigarette smuggling in 2007-
2010 by 0.82 billion cigarettes
(13% of sales decline). So, increase
of illicit sales within the Baltic
countries was not a critical factor
of sales and revenue decline.

Smoking prevalence

Since 1990s, a collaborative project
between Estonia, Finland, Latvia
and Lithuania called Finbalt Health
Monitor is conducted (Préttdla,
Helakorpi, Sipild, Sippola, & Sadk-
sjarvi, 2011). The nationally repre-
sentative cross-sectional postal sur-
veys of the Finbalt Health Monitor
project were carried out every sec-
ond year in Estonia, Finland,

Table 6.Smoking prevalence rates, %. Euromonitor data

Latvia, and Lithuania. Random
samples were selected from the tar-
get population defined for Estonia
as those aged 16-64, for Latvia
those aged 15—64 and for Lithuania
those aged 20—64. All countries
have followed the common proto-
col and procedures to conduct the
survey. The response rates in the
surveys varied between 51% and
80%, and decreased over the years
since 2002. In 2011, the FINBALT
Report was issued (Préttila, et al.,
2011) to describe trends in health
behaviors, including smoking, over
1998-2008 for the 20—64-years-old
respondents of the surveys.

Estonia (Tekkel & Veideman,
2011) and Lithuania (Grabauskas,
et al., 2011) conducted subsequent
surveys in 2010 according to the

2005 2006 2007 2008 2009 2010 2011
Estonia 33,8 31,2 30,3 29,7 28,9 28,5 28,4
Latvia 31,0 30,6 29,9 29,2 29,0 28,2 28,1
Lithuania 31,5 30,2 29,1 28,3 26,0 23,6 23,2
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same protocol, while Latvia
changed the protocol. Although the
2010 smoking prevalence estimates
are available for Latvia, authors of
the report (Pudule et al., 2011) cau-
tion that because of the changes it
is not advisable to directly compare
the 2010 data with data from previ-
ous years. FINBALT surveys data
on daily smoking are presented in
Table 5.

In late 1990s — early 2000s, smok-
ing prevalence rates increased in
the Baltic countries, reaching the
highest levels in 2000 in Lithuania,
in 2002 in Latvia and in 2004 in
Estonia. Then daily smoking preva-
lence rates decreased in all coun-
tries, the decline was the largest in
2004-2008 for Estonia, in 2006-
2008 for Latvia, and in 2006-2010
for Lithuania.

Data on smoking prevalence from
the Euromonitor website (Eu-
romonitor International, 2012) are
presented in Table 6.

Euromonitor does not disclose the
source of the data, age groups and
smoking status (daily or current
smoking). Euromonitor data con-
firm downward smoking preva-
lence trend in 2005-2011 in every

Baltic country. The sharpest de-
cline was observed in Lithuania in
2009-2010.

Smoking prevalence decline in
2006-2011 was not as high as ciga-
rette consumption decline in Latvia
and Lithuania (Table 7). Probably
many smokers decreased number
of cigarettes smoked during the re-
cession, but did not quit smoking,
for example, in Lithuania, propor-
tion of daily smokers who smoked
more than 15 cigarettes a day de-
creased from 51% in 2006 to 43%
in 2010 (Grabauskas, et al., 2007;
Grabauskas, et al., 2011).

Share of illicit sales in total domes-
tic consumption (= tax-paid sales —
outflow + inflow) in 2006-2011 in-
creased only in Latvia, while in Es-
tonia and Lithuania this share de-
creased (Table 6).

Change of tobacco affordability
was a key factor of tobacco con-
sumption and sales changes
(Figure 7).

The graph reveals a time lag be-
tween the magnitude of change in
tobacco affordability and tobacco
consumption declines. In 2008-
2009, the decline of affordability

TOBACCO CONTROL

was much greater than consump-
tion decline, while in 2010-2011
consumption decline was large
enough despite rather small afford-
ability changes (Figure 7). A plau-
sible explanation is that smokers
need some time to quit smoking for
good. Lower affordability can also
prevent smoking initiation and new
smokers only partially replace
those smokers who quit or die.

DISCUSSION

Since regaining their independence
in the 1990s, the Baltic countries
have been facing pressure from
transnational tobacco industry,
which found these countries a
promising market. Tobacco indus-
try started aggressive advertising
and sophisticated marketing of to-
bacco products targeting mainly
women and youth. At that time,
smoking prevalence was high
among men, but low among
women, especially in Lithuania
(Helasoja et al., 2006; Pudule et al.,
1999).

Just before the Baltic counties
joined the EU, the International
Tax and Investment Centre (ITIC)
claimed in its report (International

Table 7. Tobacco consumption changes in the Baltic countries in 2006-2011

Total tobacco Consumption (billion cigarettes),

KPMG estimates

Share of illicit sales in total domestic
consumption, %, KPMG estimates

Adult smoking prevalence, % (Euromonitor)

Adult daily smoking prevalence, % (Finbalt
data: 2006-2010 for Estonia and Lithuania,

2006-2008 for Latvia)

Estonia Latvia Lithuania
2006 2011 Change 2006 2011 Change 2006 2011 Change
% % %
216 19 120 415 263 -366 565 352 -377
255 195 -235 128 342 1680 425 335 -211
312 284 90 306 281 82 302 232 -232
299 262 -124 304 279 82 265 218 177
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Tax & Investment Center, 2003)
that transition period was too short
and it posed threat to government
revenue as smuggling was encour-
aged. Recent ITIC report (Interna-
tional Tax & Investment Center,
October 2011) claims that “overall
the EU tobacco taxation policy has
created an even larger and growing
EU illicit market with little revenue
benefit”. Latvian doctoral students
(Strateicuks, Kaze, & Fadejeva,
2011) claimed that in Latvia “fo-
bacco market is the brightest exam-
ple of inefficient tax policy, com-
pletely reflecting the concept of the
Laffer curve that beyond a certain
rate of taxation, the increase in tax
rate leads to decrease in the rev-
enues”.

Contrary to those claims, tobacco
excise revenues in the Baltic coun-
tries increased after the EU acces-
sion, both in nominal and real
terms.

The tobacco excise revenues in-
creased every year except for the
period of 2009-2010. Critics of tax-
ation policy claimed that tax in-
crease in those years was too high
and it caused growth of illicit sales,
which eventually caused revenue
decline. However, the analysis of
available data revealed that rev-
enue decline in 2009-2010 was
caused by the combination of the
following phenomena:

1. Income decline caused by the
economic recession combined
with tax rates hikes greatly de-
creased affordability of tobacco
products. In 2008, 2009 and 2010
combined, the tobacco affordability
index on average declined by 50%
in the Baltic countries. Tobacco
consumption decline caused by
the affordability decline was the
main factor of tax-paid cigarettes
sales decline.

2. VAT increase. In 2009, all the
Baltic countries increased VAT

ORIGINAL STUDY

rates. It had some impact on to-
bacco price increase, which caused
some consumption and sales de-
cline. Most probably, VAT revenue
from tobacco products increased,
but VAT-driven sales decline
caused some reduction of excise
revenue.

3. Forestalling also contributed to
sales decline in 2009 in Latvia and
Lithuania and in 2010 in Estonia.

4. Decrease of cigarette smug-
gling out of the Baltic countries.
In 2009, “outflow” of cigarettes
sharply declined in the Baltic coun-
tries and it was another factor of
tax-paid sales decline.

5. Increase of cigarette smuggling
into the Baltic countries. Increase
of cigarette smuggling from Rus-
sia, Belarus and Ukraine, where the
taxes and prices were lower, also
contributed to the tax-paid sales de-
cline, but impact of this factor was
rather low.
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Figure 7. Annual changes (in percents) of legal sales and total domestic consumption and average
tobacco affordability index in three Baltic countries combined.
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In 2010, all three countries experi-
enced revenue decline, as sales
continued to decline. There were
no excise rates increases in that
year in Latvia and Lithuania and
only small increase in Estonia,
which experienced the lowest rev-
enue decline. The revenue decline
in 2010 was mainly caused by the
economic recession and could have
been avoided if excise rates were
highly increased. For example, in
Lithuania, in 2008-2009 legal sales
declined by 1.7 billion cigarettes or
by 29%. However, in 2009 Lithua-
nia had risen excise rates twice (in
March and in September) and the
revenue in 2009 was higher than in
2008, despite large reduction in le-
gal sales. In 2010, legal sales fur-
ther declined, mainly due to the de-
cline in total consumption and, as
there was no excise rate increase in
2010, the revenue reduced by 20%.
So, contrary to the critics’ opinion,
in 2010 the Baltic countries experi-
enced revenue decline not because
tax hike was too high, but because
there was no tax hike.

Suggestion (Strateicuks, et al.,
2011) referring to the concept of
the Laffer curve, which implies that
beyond a certain rate of taxation,
the increase in tax rate leads to de-
creased revenues, is not supported
by available data. Estonia had the
highest proportion of taxes in retail
prices in 2008-2010, but the lowest
decline in revenues. In 2011, the
tax share in retail price was above
80% in Estonia and Latvia, and the
highest ever in Lithuania (78%),
but all three countries experienced
revenue increase over that year.

Latvia had the highest increase of
both tax yield and prices for ciga-
rettes in 2003-2011 and it also had
the highest revenue increase both
in nominal and real terms. Latvia
had the highest revenue increase
despite the fact that it is the only
country which experienced large
increase in non-tax-paid cigarette

sales in 2006-2011. In Estonia and
Lithuania, volumes of non-tax-paid
cigarette sales declined in 2003-
2011, while the proportion of these
sales paradoxically increased. This
phenomenon is explained by the
large decline in total tobacco con-
sumption in the Baltic countries.
Tobacco industry in its media re-
leases usually uses data on propor-
tion of non-tax-paid cigarettes in
total sales, sometimes to hide the
fact that volumes of total sales de-
creased. Share of illicit sales could
be estimated either as a proportion
of total sales (including legal im-
port, tax-paid “outflow” and non-
tax-paid “inflow”) or as a propor-
tion of total domestic consumption
(total sales without “outflow”).
Second option gives higher figures
and this is what the tobacco indus-
try usually uses.

In 2002, the market share of illegal
cigarettes in Estonia was estimated
at 22-25% (Ahermaa, 2003). Ac-
cording to KPMG reports, it was
18% in 2003-2004 (KPMG, 2005),
then increased to 25% in 2006,
while in 2011 it was below 20%.
For Lithuania, KPMG estimated
that market share of illegal ciga-
rettes in 2003-2006 was above
40%, while in 2011 it was 33%.
Latvia had the lowest cigarette
prices before the EU accession and
share of illegal cigarettes in 2002-
2008 was about 10% and then
KPMG (KPMG, 2012) estimated
that in 2009-2011 it was above
30%.

In 2003-2007, cigarette sales in the
Baltic countries increased, which
was partly caused by cigarette
smuggling out of the Baltic coun-
tries, which in 2006 and in 2007
exceeded 2 billion cigarettes.

The history of contraband cigarette
export indicates a regular whole-

sale flow from the low-price Baltic
States to the Western EU countries
(Markina, 2007; van Duyne, 2003).
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In early 2000s, wholesale operators
have turned to exporting bulk ship-
ments of legally purchased ciga-
rettes to Lithuania only to smuggle
them back to Germany later (Von
Lampe, 2002). The excise rates for
tobacco remained relatively low af-
ter Estonia’s accession to the Euro-
pean Union and the Estonian ex-
perts expected an intensification of
tobacco smuggling after accession
to the European Union (Saar &
Markina, 2004). As we see, the ex-
pectation was true for the first
years after the EU accession. Es-
tonian customs have discovered
contraband cigarettes within trans-
port directed to Belgium, Germany,
Ireland, UK, Sweden, and Norway
(Markina, 2007). In 2006-2007,
more than 20% of cigarettes taxed
in the Baltic countries were eventu-
ally smoked in other EU countries
(KPMG, 2012). However, by 2010,
the excise rates in the Baltic coun-
tries exceeded the EU minimum
level of 64 euro per 1,000 ciga-
rettes. Baltic cigarettes became too
expensive for large-scale bootleg-
gers, who switched to cheaper
Russian and Belorussian cigarettes.
This caused huge decline of “out-
flow” smuggling from 2.4 billion
cigarettes in 2006 to 0.5 billion cig-
arettes in 2010.

In early and mid 2000s, cigarettes
were also smuggled from Latvia,
which had the cheapest cigarettes,
to other Baltic countries. In Esto-
nia, about 30% of non-tax-paid cig-
arettes was from Latvia in 2006
(Markina, 2007). Since 2009, ciga-
rette price differences in the Baltic
countries are rather small and
smuggling between the Baltic
countries downfalls.

Contrary to the ITIC claims (Inter-
national Tax & Investment Center,
October 2011) that “EU tobacco
taxation policy has created an even
larger and growing EU illicit mar-
ket”, total illicit market (inflow +
outflow) greatly declined in the
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Baltic countries in 2006-2011 even
by estimates made in the report
commissioned by the Philip Morris
(KPMG, 2012).

Public health consequences of to-
bacco taxation policies which were
introduced in the Baltic countries
after the EU accession were also
rather beneficial. In 2006-2011, to-
tal (licit+ illicit) tobacco consump-
tion greatly declined in the Baltic
countries, and the decline was the
largest in Latvia and Lithuania,
which had higher rates of tax and
price increases. The Baltic coun-
tries have also experienced smok-
ing prevalence decline, while in
Latvia and Lithuania it was smaller
than the consumption decline, as
some smokers just reduced number
of cigarettes smoked daily after the
reduction in cigarette affordability.

As tobacco consumption had some
upward trend in 2004-2006, we can
suggest that after the EU accession,
total (licit + illicit) annual cigarette
consumption declined by about
30% in both Latvia and Lithuania,
and by about 10% in Estonia.

The Baltic countries also intro-
duced some other tobacco control
policies after the EU accession
along with tobacco taxation. To-
bacco advertising was banned.
Smoke-free policies were intro-
duced in 2006-2007. Latvia intro-
duced pictorial health warnings in
2010. In Estonia, each county has a
smoking cessation counseling
clinic (World Health Organization,
2011). These policies have obvi-
ously contributed to the observed
tobacco consumption decline.

Tobacco taxation policy after the
EU accession had three similar
stages in the Baltic countries.

1. In 2004-2007, tax rates and ciga-
rette prices increased rather slowly.
As Baltic counties experienced
economic boom, cigarettes even
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became more affordable and to-
bacco consumption as well as
smuggling out of the Baltic coun-
tries were on the rise, which caused
increase of tax-paid sales. Increase
of tax paid sales in combination
with moderate excise rates rise
caused stable growth of tobacco
excise revenues. The first period
was beneficial in fiscal terms, but
had no public health benefits.

2. In 2008-2009, the Baltic coun-
tries had to implement sharp hikes
of tobacco excise rates to meet the
EU requirements. By chance, it co-
incided with severe economic re-
cession, and the governments also
had to increase VAT rate. Income
decline and rise of excise and VAT
rates caused sharp decline of ciga-
rette affordability, which led to
sharp decline in tobacco consump-
tion. Decline of tobacco consump-
tion combined with decline of
smuggling out of the Baltic coun-
tries and some increase of smug-
gling into the Baltic countries
caused downfall of tax-paid sales.
However, Estonia and Lithuania in-
creased tobacco excise revenues
even in 2009 due to tax hikes. In
2008-2009, tobacco consumption
greatly declined and it was benefi-
cial for public health, while all
three countries also experienced
fiscal benefits as each of them had
much higher tobacco excise rev-
enues in 2009 compared to 2007.

3.1n 2010-2011, there were almost
no tax rates increases and cigarette
prices again increased rather
slowly. As the economic recession
continued in 2010, cigarette sales
declined and without tax rates in-
creases the revenues fell down. In
2011, economic situation im-
proved, cigarettes became more af-
fordable and tobacco sales in-
creased. In such situation even
moderate excise rise led to revenue
increase.

ORIGINAL STUDY

Lessons learnt

* In times of economic boom, mod-
erate tax increases do not reduce
tobacco affordability and do not re-
duce tobacco consumption. To
meet public health aims in years of
economic boom, excise rates
should be increased rather sharply
to overweight income growth.

* In times of economic recession
tax hikes combined with reduced
incomes substantially reduce to-
bacco affordability and tobacco
consumption downfall. To increase
tobacco excise revenue in years of
economic recession, excise rates
should be increased rather sharply
to overweight sales decline.

* Sharp tax hike is a win-win pol-
icy in any time, while in years of
economic boom it gives more fiscal
benefits and in years of economic
recession it provides more public
health benefits.

CONCLUSIONS

The tobacco taxation policy (in
combination with other tobacco
control policies) produced the fol-
lowing effects in three Baltic coun-
tries in 2004-2011:

1. Decline of total (licit + illicit)
annual cigarette consumption by
about 30% both in Latvia and
Lithuania and by about 10% in Es-
tonia.

2. Decline of adult daily smoking
prevalence rates by 10-20%.

3. Decline of the out of country
smuggling.

4. Almost no changes in volumes
of smuggling info Lithuania and
Estonia, although the market share
of this kind of smuggled cigarettes
increased, as the total consumption
declined.
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5. Three-fold increase of the annual
tobacco excise revenues in three
countries combined: from 164 mil-
lion euro in 2004 to 473 million
euro on average in 2008-2011.

Decrease of tobacco affordability
caused by tax and price hikes and
economic recession was a key fac-
tor of tobacco consumption de-
cline.
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