Raising Tobacco Taxes in FY 2022-2023

A crucial step towards a tobacco-free Bangladesh by 2040

Raising tobacco taxes would:

Encourage nearly 1.3 million adults not to smoke and deter more than 895,000
youth from smoking initiation

Save the lives of more than 445,000 current adults and nearly 448,000 youth
from premature deaths

Generate nearly BDT 396 billion in tax revenue adding BDT 92 billion over the
previous fiscal year
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Raising Tobacco Taxes in FY 2022-2023
A crucial step towards a tobacco-free Bangladesh by 2040

Bangladesh is one of the largest tobacco consuming countries in the world. '

e 35.5% of people 15 years and older in Bangladesh consume tobacco. This is the 9" largest
prevalence of smoking out of 109 countries with available comparable prevalence data.
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Tobacco use in Bangladesh is deadly and costly.

e In 2018, tobacco use killed almost 161,000 people.

e The total economic cost of tobacco use from lost productivity and direct healthcare costs of
smoking related illnesses was estimated at BDT 305.6 billion in 2017-18, while tobacco tax
revenues from the Supplementary Duty and VAT were BDT 228.1 billion in 2017-18.

e The adverse effects of tobacco cultivation on the environment and the livelihoods of farmers are
enormous.

The current tobacco tax structure in Bangladesh is complex’ and is not adequate to discourage
tobacco use":

e Itis a complex multi-tiered ad-valorem excise tax which includes large variations in tax rates
depending on:
— the type of tobacco product (cigarettes, biris, and smokeless tobacco);
— the product characteristics (filter or without filter); and
— the cigarette price band (low, medium, high and premium priced brands);

e The multi-tiered tax system for cigarettes has resulted in:
— cigarettes remaining cheap and affordable;
— smokers switching to cheaper cigarettes instead of quitting;
— stable cigarette sales per adult in recent years;
— arelatively constant cigarette smoking prevalence in recent years.
e Low taxes and prices on biris and smokeless tobacco keep these products highly affordable and

their prevalence high.
Raising taxes in Bangladesh would save lives while increasing government revenue.

e The most effective way to reduce tobacco use is to raise the prices of all tobacco products
through tax increases that lower their affordability.

e Higher prices discourage youth from initiating tobacco use and encourage current users to quit.
Focusing on the following actions will likely have the most impact in decreasing tobacco use
prevalence in Bangladesh:

e Shifting from an ad valorem to a specific tax system that would be periodically adjusted for
inflation and income growth to achieve health goals and predict revenue more effectively.

e Substantially increasing the tax and price of cigarettes in the lowest tier, which captures the bulk
of the market with a market share sharply increasing from 25% in 2006-07, to 75% in 2020-21.

e Substantially increasing the tax and price of biris to reduce the gap with the cheapest cigarettes
and to discourage switching between products.

e Improving the enforcement of tax policy on smokeless tobacco and exploring other non-tax
measures that can amplify its impact, such as standardized packaging.



Recommendations for cigarette tax system

2022-2023: Introduce a tiered specific excise with uniform tax burden (excise share of 65% of
final retail price) across all cigarette brands (Table 1).

Table 1: Proposed Scenario of Taxation and Minimum Retail Price (MRP) of Cigarettes (per pack of 10)

CURRENT Tax Structure ) PROPOSED Tax Structure .
2021-2022 CURRENT Indicators 2022-2023 PROJECTED Indicators
Retail o> (Ad Retail S0
Tier Price ;/alfoFr{em—l SD Share in Retail SD Amount Tier Price (Specific- | SD Share in Retail SD Amount
% of Retai : :
P BDT BDT, P BDT,
(8DT) Price) ree (601 (8DT) ) riee =
Low 39+ 57% 57% 22.23 Low 50+ 32.50 65% 32.50
Medium 63+ 65% 65% 40.95 Medium 75+ 48.75 65% 48.75
High 102+ 65% 65% 66.30 High 120+ 78.00 65% 78.00
Premium 135+ 65% 65% 87.75 Premium 150+ 97.50 65% 97.50

Note: SD stands for Supplementary Duty. 15% VAT and 1% Heath Development Surcharge (already
included in the price) are applied to the final retail price of cigarettes in addition to the SD.

2022-23 to 2027-28: Reduce price tiers from four to two in the medium-term, which will help

reduce

the gaps in final prices and specific tax rates between cigarette price bands.

If the Government of Bangladesh reforms the current cigarette tax system following the
recommendations in FY 2022-2023, it would achieve the following:

Reduce the prevalence of cigarette smoking from 15.1% to 14.0%;

Encourage nearly 1.3 million adults to refrain from smoking and deter more than 895,000 youth
from smoking initiation;

Save the lives of more than 445,000 current adults and nearly 448,000 current youth from
premature deaths in the long term;

Generate nearly BDT 396 billion in tax revenue adding about BDT 92 billion in additional tax
revenues from the Supplementary Duty, Health Development Surcharge and VAT on top of the
expected collection for FY 2021-2022, which is an increase by 30% of current tax revenue from
cigarettes in the first year.

Increasing cigarette prices more at the LOW tier will help relatively lower income smokers who
are more likely to smoke brands from the LOW tier to quit and at the same time limit the ability
of smokers to substitute to cheaper brands when prices increase in the higher price tiers.




Way forward

The tax recommendations highlighted below, once implemented, would greatly advance the cause of
economic development, and align tobacco tax policy in Bangladesh with global best practices:

> Shifting from an ad valorem tax system to a specific tax system that would be periodically
adjusted for inflation and income growth.

> Substantially increasing the tax and price of cigarettes in the lowest tier.

> Substantially increasing the tax and price of biris to reduce the gap with the cheapest
cigarettes.

> Improving the enforcement of tax policy on smokeless tobacco and exploring other non-tax
measures that can amplify its impact, such as standardized packaging.

Bangladesh has committed to achieve tobacco-related targets under the Global Action Plan for the
Prevention and Control of NCDs and the Sustainable Development Goals (SDGs) " “'. Raising taxes on
tobacco is a cost-effective way to reach those targets. It is also a major step towards achieving the vision
of a tobacco-free Bangladesh by 2040.

At the same time, tobacco tax reform will generate significant additional revenue to help finance
Bangladesh health and development priorities. This is a clear ‘win-win’ for the Government and people
of Bangladesh.
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Recommendations for Bidi and SLT tax system: Budget 2022-23

Bidis: For 25 non-filtered bidi sticks, the retail price should be BDT 25, followed by a specific
supplementary duty of BDT 11.25. The price for 20 filtered sticks should be BDT 20, which will be
followed by a specific supplementary duty of BDT 9. As a result of such measures, in both filtered and
non-filtered bidis, the specific supplementary duty will be 45 percent of final retail prices. 15 percent
Value Added Tax (VAT) and 1 percent Health Development Surcharge (HDS) will be applied to the final
retail price of bidis in addition to the specific SD.

Table 2: Proposed Scenario of Taxation and Maximum Retail Price (MRP) of Bidis

CURRENT Tax Structure . PROPOSED Tax Structure .
2021-2022 CURRENT Indicators 2022-2023 PROJECTED Indicators
SD (Ad
. Retalll | Valorem- o op e in{sD Amount : Retail ) SDUSPECific S p o harelint| sDIAmoUnt
Tier Price | %of Io tail Price| (8DT) Tier Price “BOT) | petail Price | (BDT)
(BDT) | Retail (BDT)
Price)
ithoutfilter, 1o 5 | 309 30% 540 |Withoutfilter, | 11.25 45% 11.25
25 stick pack 25 stick pack
With filter, o o With filter, o
20 stick pack 19.00 40% 40% 7.60 20 stick pack 20 9.00 45% 9.00

Note: SD stands for Supplementary Duty. 15% VAT and 1% Heath Development Surcharge are applied to the
final retail price of bidis in addition to the SD.

Smokeless tobacco (SLTs): For SLT products, the price per 10-gram jarda and gul should be BDT 45 and
25 respectively. A specific supplementary duty of BDT 27 should be imposed on per 10-gram jarda. For
gul, the specific supplementary duty should be BDT 15. As a result of such measures, in both jarda and
gul, the specific supplementary duty will be 60 percent of final retail prices. A 15 percent Value Added
Tax (VAT) and 1 percent Health Development Surcharge (HDS) will be applied to the final retail price of
SLT in addition to the specific SD.

Table 3: Proposed Scenario of Taxation and Maximum Retail Price (MRP) of SLT
CURRENT Tax Structure . PROPOSED Tax Structure .
2021-2022 CURRENT Indicators 2022-2023 PROJECTED Indicators
Per 10 | SD (Ad Per 10
gram |Valorem- . gram i .
Product Retail % of SD Share. in | SD Amount Product Retail SD (Specific - BDT)| SD Sharg in |SD Amount
. . Retail Price (BDT) . Retail Price (BDT)
Price Retail Price
(BDT) | Price) (BDT)
Zarda 40 55% 55% 22.00 Zarda 45 27.00 60% 27.00
Gul 20 55% 55% 11.00 Gul 25 15.00 60% 15.00

Note: SD stands for Supplementary Duty. 15% VAT and 1% Heath Development Surcharge are applied to the final
retail price of SLT in addition to the SD.



Other Recommendations

o Simplify the tobacco tax system by gradually eliminating distinctions between different tobacco
products (filtered /non-filtered, tiers of cigarettes, distinctions between jarda and gul etc).

e Bring all types of smokeless tobacco products under the govt. tax net.

e Gradually introduce standardized packaging, i.e. marketing all forms of tobacco products in
same amount packs (i.e. same number of sticks or same weight in container).

e Adopt and implement a simple and effective tobacco tax policy (for 5 year) which will decrease
tobacco use and increase revenue.

e Reinstate the 25 percent export duty on tobacco products.
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