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Introduction
Center for Global & Strategic Studies (CGSSklamabad, Pakistanorganized the

Roundtable discussionQliicit Tobacco Trade: Need for Implementation of Law &
2ACcOl AOT OU mmAYE 20410The rodndtable discussiobrought together a
distinguished panel of veteran subject experts, leading academiciapspminent business
leaders, law experts, entrepreneurgax consultants and member ofthe chamber of
commerce & industry to discusghe causes and impacts of the lllegal Tobacco tradend
its overall economic and socialimplications. This roundtable integrated expets to
analyze thegravity of theseemerging issues, lghlight the flaws of existing illegal trade
control laws & regimes and proposed possible solutios to curb tax evasion and illegal
trade in Tobacco.The report represents a detailed analysis of the clective views and
speeches of the panelists presented during the roundtable discussion. The roundtable
focused on multiple dimensions.The experts identified a wide range of core areasg.,
limitations of relevant departments and agencies imlealing with the illicit tobacco trade,
proposed the right set of instruments/options to implement the laws andprovided
valuable policy recommendations.The profound discussion has built a comprehensive

analysis and cohesive measures to countdne illicit Tobacco trade in Pakistan.

Explaining the lllicit Tobacco Trade:

lllicit tobacco trade refers to any practice related to distributing, selling, or buying

tobacco products prohibited by law, includingocal tax evasion (sale of tobacco products
manufactured in Pakistanwithout payingapplicable taxes), counterfeiting, disguising the

origin of products, and smuggling. lllicit trade can be undertaken by illicit players who
are not registered with relevant government agencies and legitimate entities whose
business operations are contraryto applicable laws and regulationslllegal trade is made

up of various activities. In this aspect,smuggling is conducted for one or both of the

11
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following reasons Onet)dA O EA AQOABOA OAABRAAAOOOI AO POl EEA

I £ OOA& Ci 1T AO

Associated Risks

e The illicit trade in tobacco has
crosscutting implications for
governments, private
businesses, law enforcement
agencies, healthcare providers
and the public.

4AEA PAOETAT AEI kKEAEO ADACOAA O OB ABCEAQDMOA OBA AAOAT A
OAAOI T EAMRAEAEMEMN AAAD AAAEAELDOAIOETAA T AAEATE
' TT OEAO AOOT AEAOAA DPOT BAHBARA EDI RIEXAOAOORAOCDOD
AAPDAT AO OPOAOOAER TOEUREA COT ODPO ET OT 1 ORARAOAT A (
AgAi b1 Ah OT 1T A / OCAT EOAA #OEI A 'Ol ODDDAPABHED(Y
DOT AAOOh &£OT 1T O O0ABDIC OABGAINT BARAIAQ | O BDIOA BBARAKD (
O xEIl CAT AOAOCA TGOEDAAD Al AQCODEBRIOCA BA CRBADD!
/| OEAO T10AGeAIOE 11T OEA EAU AEAAE] BOAGIAON xIEAXA

FPRS

Of ATEIAICBARGAAT |1 ATODO £AAQICE@®RADG AAAAT CI T AO AT 7
DAAEACET ©&I1 @étOfobacco trade has crosscutting implications for
governments, businesses, law enforcement agencies, healthcare providershe

environment and the public

Moreover, challenges related to fiscal and health agenda has been compromised by the

illicit trade. The threats are amid lack of resources for enforcement, spike in counterfeit

of brands, operations in nontariff area of Pakistan,growing incidence of Duty not Paid

(DNP).

12
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Repercussions of lllicit Tobacco Trade: A Case Study of

Pakistan
0OAEEOOAT EO ET OEA COED | £A4EACAOAEI GAE] EBRBE

E
Ei T ACAT AECAOAOOAO AOOOAAOO Ail1 00iI AOO POEAA.
OAQAO AT A OOACT AT O T O AEAITEIC ET Al OAOBI AEA E
I £ [Z10REAAA AQAEOA AT A OEAEOCOA&CEHAEANIAOAGHAT

EO AOAAOAO AIil T xATATT ETC AT OEOI I

@)
i DPAOAOET ¢ ET OEA A1 O1 O60uUs

PAKISTAN’S ILLICIT
CIGARETTE TRADE

PRE-MAY 2017
STRUCTURE CHANGE:
Price gap between
cheapest legal pack and
average illegal pack: Rs42

POST-MAY 2017
STRUCTURE CHANGE:

Price gap: Rs21

‘ May 2017 2, 38.4% v—r_
N i i - - o —
Third tier excise re-introduced POST-SEPTEMBER 2018
R , September 2018 g a EXCISE INCREASE:
/ Third tier excise increased by 47% @ 33.2% v Price gap: Rs31
June 2019 s =
Third tier excise increased by 32% @‘ 33.0% V POST-JUNE 2019
EXCISE INCREASE:

Following sharp increases in the second half of 2019,

0,
by March 2020 the illicit market share had reached 37-6 /0

| Price gap: Rs36
I AAT OAET ¢ O OEA | @ /&l «eh beolelthk CovidlARandemioghe OA DT C
economic growth ratein Pakistan was slow. From a high of 5.5% in 2018y&ss Domestic

Product (GDP)grew by 3.3% in real terms in 2019 Thegrowth was forecast to slowby

2.4% in 2020. Falling tax collection has seegovernment revenues decline sharplylllicit

trade in cigarettes is a particularly pressing problem. In this aspect, various policy levers

have been utilized to reduce its share of the market, tbugh varying degrees of success.

However, illegal cigarettes remain a major part of tobacco consumption, witiany

implications for the country.

13
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The roundtable deliberations highlighted that
Pakistan is homeo growing tobacco leaf and major
international cigarette manufacturers. A persistent
and increasing illicit trade may result in these
multinational companies questioning the viability

of their operations in the country (as has been the

case in other countries suffering from a large and enduring illegal cigarette problem).
According to theOxford Economics 2020 data, illegal cigarettes accounted for 37.6% of
total consumption in Pakistan in March 2020. The total amount of tax evaded by illegal
cigarettes in Pakistan in 209-20 from oxford economics reportwas R¥7.3 billion.
According to the 2021 reportby IpsosGlobal there are five major sectors where the tax
evasion ratio is high. The sectors include Tea, Tobacco, Tyres & Auto Lubricants,
Pharmaceutical and Real Estate.

1 Tea: Small traders who hold 4050% market share contribute massively to tax
evasion.

1 Tobacco: Tax evasim is carried out through the illegalactivities and has three
main strands. Each element hags estimation of losses tahe national exchequer
and additional violations of several other laws in the countryThe Ipsos Global
report mentioned that tax evasion due to illegal tobacco trade in Pakistan is a huge
Rs80 billion annually. lllicit trade in cigarettes comprises close to 40 percent of

the total cigarette market?

! https://www.brecorder.com/news/40096277
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1 Prime Minister Imran Khan has also made a statement durg a cabinet meeting
that "98 percent of the tax in the tobacco industry is paid by two companies who
have 60 percent share in the tobacco industry, while there is nearly no collection
of tax on the remaining 40 percent market share holders.

1 Tyres & Auto Lubricants : 65% of all tyres in Pakistan are smuggled.

1 Pharmaceutical: Counterfeit medical drugs and illegally smuggled medicines
have been the biggest challenge for la@nforcement agencies to combat

1 Real Estate: Real estate in Pakistan is where the tagvaded/black money gets

parked.

OVERALL TAX EVASION | @
KEY FINDINGS OF 5 SECTOR STUDY BY IPSOS I ﬂ

Impact and
Opportunity Cost
Analysis

TYRES & AUTO-
LUBRICANTS

80% of the total national

TEA development program

. - PKR Increase the size of federal
REAL ESTATE 310 education budget by almost
) Billion four times

Ll — Ehsaas program can be
PHARMA <] increased by 60%
Federal government can easily
TOBACCO build the Mohmand Dam

Provide clean drinking water
to 80% of its total population.

The total estimated annual tax evasion in the abovementioned sectors is PKR310 billion.
If the tax evasion is curtailed, then that amount can add up to 80% of the national
AAGAT T PI AT O DOIT COATI 6h o¢enb 1 OAOAOEOA POI £EO

federal government can easily build Mohmand Dam and provide 80% of safe drinking

2 https://www.brecorder.com/news/40096277
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water to the population. According to the recent study conducted by Institute for Public

/| DPET ET 1

AT A

2A0AAOAE

i) o/ 2Qh

OEA

EI 1l EAE

40%. As per the analysis, more than sixtgigarette brands are sellingbelow the minimum

price in thirteen districts of Pakistan, violating numerous tax laws. When taken on a

national level there more than 200 brands are selling below the minimum tax of Rs 42.12.

4EA Al

AEOET 1T 1

A O0AEEOOAI

60 11

AAl

0

#E

i AOEAOO EO

and jeopardizing health.Only two tobacco companies pa98 per cent of total tax tobacco

collection. The remaining 40 percent of companies pay a meagre two perent tax

THE ILLICIT TOBACCO TRADE

ZOOMING IN ON THE TOBACCO INDUSTRY

|
113’

o iop
OXFORD I_ﬂ_ﬂ
INSTITUTE
ECONOMICS pwc ron ruBLIC
RESEARCH
The Economics of illicit Review of Cigarette Tax Evasion in Hlicit Cigarette
Cigarettes Taxation 5 Sectors Trade "0[’1'\[ two
tobacco
0, 0, 0, (+)
37.6% 37.6% 40% 40% companies pay
icit Market Illicit Market Illicit Market Illicit Market 98 percent of
Share S_ha re Share Share total tax
in 2020 in 2020 in 2021 in 2021
L PKR 77.3 Billion loss [ Excise (93%) led price | PKR 80 Billion by tobacco

 Avoiding public
health agenda

PKR 43.9 Billion
contribution by legit
industries —
factories alone

72700 jobs due to
legit industries
factories

increased illicit

 Consumption
remained stable

QwWidening price
differential

d Any additional tax or
charge will provide
incentive for further
evasion

illicit cigarette sector

A Minimum tax and
price violations

dTotal loss is

1 80% of
development
program of all
ministries

J Increase in Federal
Education Budget by
Ax

143% cite affordability
for DNP

60+ brands selling
below minimum
price in 13 districts
alone

dViolating minimum
tax law
A PKR 15 lowest
DNP price
PKR 30 mean
DNP price

collection. The
remaining 40
percent
companies pay
a meagre two
percent tax”

Regulatory regimes neeckfficiency and implementation of lawsThe fundamental reason

to confront illicit trade in tobacco products involves its public health impact.lllicit

cigarettes generally sell for considerably less than their tapaid equivalents.They inflict

the greatest harm to the most pricesensitive population group, reducing prices and

encouraging consumption by, in particular young people and those with low incomes.
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This causes hugeimplications on public welfare. lllicit tobacco trade is not only
inconsistent with the rule of law butalsoaffects Governance (e.g., through corruption and

the presence of organized criminal netorks).

Regulations in Pakistan: Crop to Consumer

The regulation in crop to consumelin seven aspectgoes n thelateral manner.It includes
crops (Pakistan Tobacco Board Ordinance and MLO 487 protect farmers), green leaf
Threshing Units (GLT documentation and tax), material (filter rods excise, cigarette
paper import limitations) factory (excise structure, clearance), distribution(compulsory
tax invoice), retail (health waring, pack retail price, retailer license), and law enforcement

agencies (fine of tax evasion, stoeknachinery seizer, stock destruction).

Kev Requlatory Reaimes Governing Tobacco Industry:
THE TOBACCO INDUSTRY |
KEY REGULATORY REGIMES GOVERNING TOBACCO INDUSTRY I ﬂ

PKR
100,000
Minimum Retail Price Fine
and Minimum Tax As per SRO 407 {1) Up To

17% of
2017: MRP 2 Years

. .
45% of MRP Imprisonment

Mandated by the
Federal Excise Act 2005

of the Federal Board of As Per Section 19 (2) (d), minimum
Revenue price per pack is PKR 62.76 inclusive
of minimum tax of PKR 42.12

* Federal Excise Duty

As per Pakistan Tolcco Board (PTB) Ordinance 1968, Section 24, there is maximum

three years of imprisonment and a fine of PKR100, 000 for violating the following laws:

A 6eil AOETT T &£ 1T AgEi O 10O 1T ETEI O DPOEAAO

>

o
AOQUET ¢ 41T AAAAT j3AA0ETT wywQs
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A Violation of section 18 of PTB ordinance, 1968 (export of tobacco products and
seeds without the permission of PTB/Federal Government)
A Violation of imposed conditions on transportation, storage, buying and selling of
tobacco by the exporters.
Moreover, the Mandate by the Federal Excise Act 2005 of the Federal Board of Revenue,
Section 19 (2) (d), states that the minimum price per pack is PKR 62.76 inclusive of a

minimum tax of PKR 42.12.

a. Health Ordinance by the Minister of National Health Services,
Regulation and Coordination (NHSRC):

According to the health ordinance 1979, Section Ao Person shall manufacture, sell or
possess packets of cigarettes on which the warning is not printed as requireld caught,

then there will be up to two years ofimprisonment and a fine of PKR 100,000.

18















