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Why tobacco taxes should be increased
 

 
 

18 December, 2022

Sri Lanka’s economy is at a critical juncture where urgent steps are needed to improve the country’s fiscal position. The Institute of Policy Studies of
Sri Lanka (IPS) has maintained that increasing tobacco taxation has undeniable health and fiscal benefits. In this context, policy solutions, such as
taxing tobacco which can be leveraged to boost government revenue without threatening economic growth, are essential.

This blog argues that the authorities should introduce a model of indexation which automatically links tobacco taxation rises with the size of the
economy and inflation. This would raise substantial additional revenue from the excise tax on cigarettes.
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The economic crisis and the intense pressure on the health system mean there is
no better time to raise tobacco taxes in Sri Lanka. Among the benefits of increasing
tobacco taxes are the generation of additional revenue for the government,
widespread support among the public for an increase in tobacco taxation, and the
reduced burden on Sri Lanka’s struggling health system.

A tax targeting a ‘sin product’ such as tobacco will contribute to the government’s
ongoing efforts to help raise revenue without increasing the costs of essential
goods at a critical time for the economy. According to a poll conducted by the
Alcohol and Drug Information Centre (ADIC) in September 2021, 91.5% of
respondents said they would support increasing tobacco taxation to boost
government revenue. This is a tax move the government can introduce, which will
have a near-universal public endorsement.

Driving down tobacco consumption by increasing
prices, particularly of the most harmful
cigarettes, will reduce tobacco-caused illnesses and ease pressure on the health system when Sri Lanka’s
healthcare system is facing severe medical shortages due to the economic crisis.

Complex taxation system

Taxation is internationally recognised as the most cost-effective means to reduce tobacco consumption, given the revenue generated by tobacco
taxation.

The World Health Organization Framework Convention on Tobacco Control (WHO FCTC) recommends simple, inflation-adjusted taxes to reduce
tobacco use and prevalence. In the past, in line with these global best practices, Sri Lanka has taken several positive measures to control tobacco
use, including tax increases leading to significant revenue boost for the government as public health benefits for the population.

Sri Lanka, however, has complex tobacco taxation practices in place. Cigarettes in Sri Lanka are taxed at five different excise duty rates based on
the length of the cigarette. Tobacco taxation has not kept pace with inflation and per capita income, which has made cigarettes more affordable.
This has resulted in adverse health outcomes and deprived the Government of considerable revenue, which could have been invested in key
priorities.

Single tax

To help mitigate the current fiscal difficulties, an ongoing IPS study recommends the introduction of asingle tax for cigarettes of all lengths (along
with regulation restricting the length of cigarettes to 84 mm the longest cigarette sold in the market at present), which is adjusted annually according
to inflation and GDP growth of introducing a single tax for cigarettes, irrespective of their length, will make cigarettes less affordable to youth and the
poor (See Figure 1).

For example, if a single tax were implemented in 2021, all cigarettes would have cost at least Rs. 57, reducing the affordability of all cigarettes.
Thus, the formula would ensure that taxes are raised consistently and that cigarettes remain unaffordable to the most vulnerable, namely the young
and the poor. The risk of substitution to beedi is a common argument used to oppose increasing cigarette taxes. An ongoing IPS study, however,
provides a counterargument through a cross-price elasticity analysis, which reveals that if cigarette prices rise, tobacco smokers are unlikely to
substitute cigarettes with beedi.

Benefits

Revenue gains: IPS estimates that the government could have earned close to Rs. 23.6 billion in additional excise tax revenue if a single excise tax
for cigarettes of all lengths was introduced according to the formula in 2021.

Health benefits: Increasing taxes is the most effective way to reduce tobacco consumption. This will help to reduce adverse health outcomes of
smoking, ease pressures on the health system, lower health costs associated with tobacco use, and reduce the unfavourable effects on household
incomes from tobacco consumption. The IPS estimates that had a single tax for all cigarettes had been in place since 2018, the number of
cigarettes sold would have fallen by almost 157 million sticks. The current price is highly affordable and could incentivise youth to start smoking,
leading to additional burdens on the health system. As such, introducing regulations to restrict the length of cigarettes to 84 mm would ensure
cigarettes remain unaffordable.

Public support: A tax increase targeting a ‘sin product’ helps to generate revenue without increasing the costs of essential goods. As such, this tax
increase is likely to be widely supported by the public.

Way forward

Given the current economic crisis and considering that cigarette taxes have not been revised systematically over time, the government could use
this opportunity to introduce a simple formula to raise taxes to attain the twin benefits of improved health and fiscal outcomes.
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SLT-Mobitel Enterprise offers customers Microsoft 365 cloud technology (/2022/12/25/business/slt-mobitel-enterprise-offers-

customers-microsoft-365-cloud-technology)
SLT-Mobitel Enterprise now offers Microsoft 365 cloud technology for flexible communication and greater collaboration; tools...

AIA wins two awards (/2022/12/25/business/aia-wins-two-awards)

* ‘Great Place to Work for Women’, * ‘Women Friendly Workplace’

AIA Insurance has been recognised as a ‘Great Place to Work for Women’ for five years in a row by Great Place to Work in Sri...

AB Mauri Lanka certified as a Great Place to Work (/2022/12/25/business/ab-mauri-lanka-certified-great-place-work)
AB Mauri Lanka was certified as being a Great Place to Work in Sri Lanka for the third consecutive year since 2020 by Great...

Deutsche Bank moves to One Galle Face Tower (/2022/12/25/business/deutsche-bank-moves-one-galle-face-tower)
Deutsche Bank AG has moved to the One Galle Face Tower (OGFT) marking a historic step in the bank’s journey in Sri Lanka.“...

Everyone knows HR (/2022/12/25/business/everyone-knows-hr)
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Tiesh launches Cocktail Collection (/2022/12/25/business/tiesh-launches-cocktail-collection)
Jeweller ‘Tiesh’ is celebrating the festive season with the launch of the Cocktail Collection, an exquisite collection of...

Sampath Bank wins Gold (/2022/12/25/business/sampath-bank-wins-gold)

Dragons of Asia Awards 2022

Sampath Bank PLC bagged multiple awards at the 22nd Dragons of Asia Marketing Effectiveness Awards in Malaysia recently, for...

SLT-Mobitel introduces all-in-one package (/2022/12/25/business/slt-mobitel-introduces-all-one-package)

“Offers unlimited possibilities”

SLT-Mobitel has unveiled an all-new Non-Stop Work and Play package, fulfilling the ever-increasing demands in the work,...

Alerics ice cream scoops two Golds (/2022/12/25/business/alerics-ice-cream-scoops-two-golds)

SLIM Brand Excellence awards

Alerics Ice Cream bagged two Gold awards at the SLIM Brand Excellence for ‘Best Turnaround Brand of the year’ and ‘SME Local...

DFCC Bank launches “Make a Wish” campaign (/2022/12/25/business/dfcc-bank-launches-%E2%80%9Cmake-wish%E2%80%9D-

campaign)
A first for Sri Lanka, DFCC Bank launched the “Make a Wish” campaign, a customer-centric initiative to allow customer wishes...

Advantages of leadership style coaching (/2022/12/25/business/advantages-leadership-style-coaching)
How managers lead their teams to achieve a common goal has a direct and distinct impact on performance.Research has revealed...

Christmas amid crisis: call for spirituality in action (/2022/12/25/business/christmas-amid-crisis-call-spirituality-action)
Christmas 2022 is around us. Typically, it is not only a time to relax and refresh, but also to reflect and to reinforce....

Take the challenge head-on in 2023 (/2022/12/25/business/take-challenge-head-2023)

Business and life after holidays

Recovering a business after holidays is an arduous task, especially when the chips are down. Every year, businesses all...

Tea Market Report (/2022/12/25/business/tea-market-report)

EXCHANGE RATES (/2022/12/25/business/exchange-rates)

Weekly Performance of Indices (/2022/12/25/business/weekly-performance-indices)

ComBank wins award (/2022/12/25/business/combank-wins-award)
The Commercial Bank of Ceylon has been crowned Sri Lanka’s ‘Bank of the Year’ by the respected ‘The Banker’ magazine of the...

https://www.sundayobserver.lk/2022/12/25/business/tiesh-launches-cocktail-collection
https://www.sundayobserver.lk/2022/12/25/business/sampath-bank-wins-gold
https://www.sundayobserver.lk/2022/12/25/business/slt-mobitel-introduces-all-one-package
https://www.sundayobserver.lk/2022/12/25/business/alerics-ice-cream-scoops-two-golds
https://www.sundayobserver.lk/2022/12/25/business/dfcc-bank-launches-%E2%80%9Cmake-wish%E2%80%9D-campaign
https://www.sundayobserver.lk/2022/12/25/business/advantages-leadership-style-coaching
https://www.sundayobserver.lk/2022/12/25/business/christmas-amid-crisis-call-spirituality-action
https://www.sundayobserver.lk/2022/12/25/business/take-challenge-head-2023
https://www.sundayobserver.lk/2022/12/25/business/tea-market-report
https://www.sundayobserver.lk/2022/12/25/business/exchange-rates
https://www.sundayobserver.lk/2022/12/25/business/weekly-performance-indices
https://www.sundayobserver.lk/2022/12/25/business/combank-wins-award


Load more (/2022/12/18/business/why-tobacco-taxes-should-be-increased?page=1)

China working for resumption of dialogue with US - Report (/2022/12/25/business/china-working-resumption-dialogue-us-report)
Hong Kong, (ANI): China has opened a channel for assessing ties with the US as Washington is “proactively making...

Dialog to expand 4G Broadband (/2022/12/25/business/dialog-expand-4g-broadband)

Plans to shut down 3G network

Dialog Axiata PLC plans to shut down its 3G data network next year to free up spectrum and increase the capacity of its 4G...

South Indian entrepreneurs encouraged to invest here (/2022/12/25/business/south-indian-entrepreneurs-encouraged-invest-here)
The Deputy High Commission of Sri Lanka in Chennai and the Southern India Chamber of Commerce and Industry (SICCI) organised...
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