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1 Background

1.1 Introduction

Over 1.1 billion people are current users of tobagiobally and about 5.7 trillion cigarettes
were smoked worldwide in 2016. Although, global mmption declined slightly over the
past few years leading to 2017, Africa’s trendsidatt an increase in consumption of
tobacco. A major contributor to these varying tieimdtobacco consumption can be explained
by more effective interventions put in place in there developed regions (Drope et al. 2018;
WHO, 2015).

In per person terms, Kenya is one of the highesswmers of tobacco in sub-Saharan Africa
(SSA) (Table 1.1). The number of cigarettes smgd&dperson per year was 257 in 2014 and
rose to 264 in 2016. These quantities were largan tthose of most of its comparator

countries in the region (such as Uganda and Taagxawlith respect to prevalence, about 14
percent of Kenya’'s population or approximately 8illion persons smoked in 2010 — and is

expected to decline to 11.1 per cent in 2015 (WRTL5).

Table 1.1: Tobacco Use among Adults in Selectech€ms/Regions 2010 and Projections
for 2025 and consumption per person per year 2084816

Estimated Projected Number of cigarette§ Number of cigarettes

Country Prevalence, | prevalence, | smoked per person pgeismoked per person pg
2010 (% 2025 (% year aged 15+ (2014 | year aged 15+ (2(6)*

Ethiopia 4.2 4.3 75.¢ 11F

Ghani 5.4 8.C 120.8¢ 41

Kenya 13.5 11.1 256.57 264

South 19.4 16.5 537.03 510

Africa

Tanzanie 16.2 12.¢ 101.1: 182

Uganda 10.2 6.2 41.0¢ 19¢

Sub 12.8 18.1

Sahara

Africa

(SSA

EURO** 29.¢ 23.%

Globa 22.1 18.€

Sources: WHO (2015) and *http://www.tobaccoatlagtopic/cigarette-use-globally/
Note: *EURO encompasses the European countries



On a global scale, tobacco consumption has andkpscted to present numerous socio-
economic challenges over the medium to long tersinee it is associated directly and
indirectly with negative welfare effects to userglanon-users. As examples, tobacco is the
single most preventable cause of death in the woddy. Both tobacco use and the effects of
exposure to second hand smoke are estimated targcty an estimated 7 million global
deaths every year (Drope et al, 2018). In addittobacco use may, among other effects,

adversely impact on: consumption of essential goeelslth; productivity; and poverty.

Its adverse impacts are more damaging for low aiudilerincome countries since around 80
per cent of the 1.1 billion smokers worldwide amethese regions. The use of tobacco may
thus negatively impact on progress towards achiewverof development goals such as the
Sustainable Development Goals (WHO, 2014, 2015).

At the domestic level, tobacco-caused diseases wstienated to kill more than 6,000
Kenyans in 2014 (World Tobacco Atlas) — which i6 mes greater than the reported deaths
(of 2,251) that resulted from road accidents irt fegar. Tobacco is thus likely to impact on

Kenya'’s national development agenda negatively.

It is for these and other reasons that relativebssive global attention has been paid to
tobacco control measures (WHO, 2015). One broaghiantion in controlling the use of
tobacco is the World Health Organization (WHO) Feavark Convention on Tobacco
Control (FCTC) that came into force in 2005. An wigéng objective of the WHO FCTC and
its protocols is to protect humanity from the heealsocial, environmental and economic
consequences of tobacco consumption and exposutebtwco smoke. The instrument,
provides a framework “to reduce continually andssabtially the prevalence of tobacco use

and exposure to tobacco smoke” (WHO, 2013).

As part of a comprehensive approach to implemeatRETC, the WHO developed six
tobacco control measures of proven cost-effectiserand ability to save lives commonly
referred to using the acronym MPOWER. These sixswmes are: Monitor tobacco use;
Protect people from tobacco smoke; Offer help tit; §Marn about the dangers of tobacco;
Enforce bans on advertising; and, Raise tobaccestalk implemented as a package, these
measures are expected to effectively protect agéiesillness and death that the tobacco

epidemic will otherwise inevitably bring. The int@tional instruments alluded to above are
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supported by domestic laws in Kenya. The foremegall instrument is the Tobacco Control
Act which was enacted by Kenya in 2007 and confatonthe main principles contained in
the WHO FCTC. Another legislative interventionh® tTobacco Control Regulations, 2014.

With respect to the basket of tobacco control wreations, price and tax measures are
recognized as effective and vital means of redutabgcco consumption by Article 6 of the

WHO FCTC. This is supported by studies that coasiyt show that raising taxes on tobacco
is the most cost-effective measure for reducin@tcb use (WHO, 2012; Eriksen, Mackay
and Ross, 2012).

Despite this common understanding about the effeciss of taxation, many countries
including Kenya are grappling for answers regardimg optimal tax structure for cigarettes
that does not negatively impact on markets and reasenues as well as public health
objectivest A well administered cigarette tax can lead to tlesired result of reducing
consumption and its adverse health consequencesanltalso curtail hon-communicable

diseases and promote public health in general (W20Q1).

1.2 Objectives of the study

The purpose of this study is to examine cigaredtaation in Kenya and how it affects

cigarette consumption. The study analyzes the |plebeffects of recent cigarette tax policy
changes on both tax revenue and cigarette consompthe study will thus enable readers,
particularly policy makers, to reform towards thesin of an improved tobacco tax structure

for Kenya.

The specific objectives/tasks of the study are:
0] To review tobacco taxation and consumption in Kenya
(i) To analyze the effects on tobacco taxes on tobeaesumption; and to

(i)  To review of stakeholders involved in tax advocacy.

The paper focuses on cigarettes, rather than ddieErcco products. Cigarettes are given
special attention because of a couple of reasarst, ke in many other countries, cigarettes
are the main tobacco product consumed in Kenyaoriiihy, cigarettes generate the highest

excise revenue and have the biggest public heajpact among tobacco products.

! One of the health objectives is reflected in thst&inable Development Goals (SDGs) target 3.4 misi¢to
reduce premature mortality from NCDs by one third
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1.3 Organization of the study

After this broad introduction, the rest of thisdus organized as follows. Section 2 focuses
on tobacco taxation and consumption from a themakfind empirical perspective before a
discussion of tobacco taxation and consumption émyi@ in Section 3. The fourth section
presents results of a simulation of the effectsadfation on consumption using two tax
scenarios. The fifth section offers a brief reviestakeholders involved in tax advocacy

measures before concluding the report in sectian si



2 Tobacco Taxation and Consumption — Theoretical an&mpirical Perspectives

Tobacco taxation is known as the most effectivatob control strategy available. Even so, a
key challenge for most countries is how to choob&ltype of excise to levy and at what
rate. In addition, it is a challenge to find thepagpriate balance between specific and ad
valorem taxation. It is also a problem to deciphdrether to apply a uniform tax or a
differential rate system (WHO, 2011).

Theoretical and empirical findings suggest a numtiebroad conclusions regarding the
choice between specific and ad valorem excises.aButhall be evident in the subsequent
discussions, each choice has certain advantages dasatlvantages. The subsequent
discussions shall examine effects that the twosygfeexcises have on consumption through

their effects on price of tobacco, variety of tatmproducts, and on tax administration.

2.1 The appropriate type of excise on tobacco products

The choice of specific and ad valorem excisesl@ng-standing issue in tax policy and has
effects on price, variety of tobacco products, #md administration (WHO, 2011). These

three broad tax policy effects do, in one way asther, impact on tobacco consumption.

Price effects of excise taxes

Specific excises are known to increase consumeegrielatively more than ad valorem
excises, and hence lead to relatively higher reoiluéh consumption. This is because under
specific taxation, “an increase in the producecemill go to the producer as revenue — and

thus would increase the producer’s incentive teer@rrices of their products.”

For ad valorem taxes on the other hand, part ofnitiease in prices accrues to governments
as tax revenue and hence a tax increase may netahsimilar impact as that of a specific tax.
This is supported by studies including WHO (201hjck indicates that when income level
of countries is accounted for, the average retadepis much higher for countries that rely
solely on specific taxes (at USD 2.46) relativahtose that rely solely on ad valorem excises
(at USD 1.29).



Effects of excises on variety of tobacco products

Product variety is important in the tobacco conpeifspective since it enhances the appeal of
the products — and in this case the cigarettes iSheéspecially the case when referring to the
younger age groups and more affluent tobacco usesho have a preference for higher
priced more heavily marked cigarettes. A narrowange of products would reduce

consumption by depressing among others the madve¢ipand product appeal.

Evidence indicates that ad valorem excises mayoparfbetter than a specific price in
affecting product variety. Conceptually, an inceeds ad valorem tax “makes markets
relatively more competitive which may induce thetexf some brands hence reducing
product variety in the market” (WHO, 2011). On tb#ner hand, specific excises provide
incentives for more appealing and higher pricedipots as well as greater product variety.

Effects of excises on tax administration

Specific taxes are easier to administer as govanhnegenue can be collected at a designated
stage (e.g. at manufacturer or retailer level). vatbrem taxes are prone to undervaluation
since the tax authority relies on declaration afg@to determine the tax due. For this reason,
ad valorem taxes require strong tax administratgtih high technical capacity. Thus, in

relative terms, specific taxes are more likely tthance tax effectiveness and thus have

greater impact on consumption of cigarettes.

Other effects

Consumers of tobacco products may reduce consumpfigheir preferred brand or may
switch consumption to lower brands when facingaag price increases. Specific excises are
less likely to induce substitution from high to Igwiced brands or switching down. This is
because a uniform specific tax would reduce thatiked price of higher to lower priced
brands. With an ad valorem tax, the relative prsiesll remain unchanged hence providing

more room for switching down.

Ad valorem taxes do have a couple of advantagesAtgarticularly important one is that an
ad valorem tax maintains revenue value under mfhtion given that the amount of the tax

increases as the prices increase. On the other Bpadific taxes need to be adjusted with the
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consumer Price Index (CPIl) to keep pace with iidfat Many tax systems that rely on

specific taxes, overcome this challenge by intraayan automatic inflation adjustment.

2.2 The choice between uniform and a differential ratdax system

With respect to the choice of excise tax systerns, global trend is for governments to
simplify their excise tax systems by adopting afemn tax. However, many countries still
differentiate within brands and among products dwirtg them at different rates as well as
levying different types of excises such as KenygydE and Russia. A tiered tax system,
whether specific or ad valorem, may be an outcomeadous reasons. The most common

reasons are the need to protect local producgrearer consumers.

In relative terms, studies point to the fact thagimple and unified excise tax system that
taxes all cigarettes (or tobacco products) at #meslevel is more appropriate for reducing
smoking (WHO, 2011). Its obvious advantages includducing incentives for substitution
among different brands; reducing non-compliance afhinating incentives for various
pricing strategies by manufacturers to reduce tteeir liability; and thus creating a more

effective tax administration thus higher tax revenu

Although tiered systems are widely used, thesesistems provide incentives for price
manipulations to the extent that manufacturersattar their pricing or production behavior
to avoid higher tax liabilities. To overcome thisalenge, some countries (such as Egypt,
Poland, Russia and Turkey) have reformed excisasnay that reduces the price gap among
brands (WHO, 2011). This has consequently put pressn companies to increase prices on

the economy brands.



3 Tobacco Taxation and Consumption in Kenya

This section discusses the evolution of tobaccedasince the 1990s with a focus on more
recent experiences. The section also discussestrdeeelopments in tobacco consumption
but notes that very few studies have examined itheldetween tobacco taxes and tobacco

consumption.

3.1 Evolution of tobacco taxation in Kenya

For a long time, Kenya has had a relatively comesise tax system for tobacco products.
In the period leading up to 1993, Kenya had adreatoexcise at the rate of 130 per cent of
the ex-factory price of tobacco products. In 19931ew tiered specific tax regime based on
banded retail selling price (RSP) was introduced stayed in force until 2007. In this period,
there were only minor adjustments in the tax ratecértain bands. The rate on other

manufactured tobacco remained at 130 per ceneaéxkfactory price.

Between 2007 and 2011, the Kenyan government arpated with various models of the
tiered excise tax system for cigarettes. The caitear excise tax were based on the physical
characteristics of cigarettes as well as the RBRhé Finance Bill 2007, the Minister for
Finance made a proposal to Parliament to amendathstructure from RSP to one based
purely on packaging characteristics. However, gisposal was overturned by Parliament,

which instead reinstated the earlier tax struchased on RSP.

In 2008, the Treasury again amended the tax steidtom pure RSP to a hybrid system
based on both RSP and packaging characteristibsthétlatter being predominant. However,
an attempt by Parliament to return to a tax stmechased only on RSP led to a compromised
structure described in Table 3.1, which was predamtly based on packaging characteristics

of the cigarettes.

Table 3.1: The tiered specific cigarette tax sysieikenya based on a mix of retail selling
price and packaging characteristics with emphasigackaging characteristics, 2008

Band| Description Excise Duty
per mille
A Plain cigarettes or plain cigarettes of RSP ofaidghs. 2,50 70C
B Soft cap cigarettes of 72mm or less or sof cgpreittes of 72mm or 1,200
less with RSP of Kshs. 2,5-3,50(
C Soft cap cigarettes of more than 72mm or softaiggrettes of more 1,500
than 72mm of RSP of Kshs. 3,5-4,50(
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D Hinge lid cigarettes or hinge lid cigarettes &MRof more than 2,500
Kshs. 4,50

In the Finance Act 2010, Parliament amended thetracture of cigarettes by shifting it back
to a predominantly RSP structure. In addition, go&6 cent VAT on the producer price and
30 per cent import duty on the CIF (cost, insuraacel freight) value of the products
imported from outside of East African Community (EAwere applied. The excise duty on
other manufactured tobacco products was chargé8Gper cent of the ex-factory price. In
addition to these taxes, all imports attracted mpart declaration fee of 2.25 per cent

irrespective of the origin.

In 2012, the government attempted to simplify tigakette four tier tax structure, whereby
Kshs. 1,200 per mille or 35 per cent of retailiggliprice was charged, whichever was higher
(Kieyahet al, 2014). This single tier system was introducechgishe Finance Act of 2012 —

and it also provided for changing the tax ratedjust automatically for inflation.

The Excise Duty Bill of 2015 attempted to furthenprove the tax system. The Bill
introduced a uniform specific rate of Kshs. 2,50 mille aimed at simplifying the tax
structure (Government of Kenya, 20%5however; the implementation of the uniform rate
was short-lived as the government in the same yeasrted to tiered specific excise tax
system, which was ostensibly aimed at cushionirgg@bonomy brands and hence poorer
households (Nargist al, 2015). The tiered specific excise system for reggas and other

tobacco products are represented in Table 3.2.

Table 3.2: Tobacco Products Excise Duty Rates, 2015

Category of Cigarettes Excise Duty
Cigarette with filters (Hinge lid and soft cap) kssl2,500 per mille
Cigarettes without filters (Plain cigarettes) Ksh$800 per mille
Cigars, cheroots, cigarillos containing tobacctobacco substitutes Kshs. 10,000 per Kg
Electronic cigarettes Kshs. 3,000 per unit
Cartridge for use in electronic cigarettes Ksh80@,per unit
Other manufactured tobacco and manufactured tobsgbstitutes] Kshs. 7,000 per Kg
"homogenous" and "reconstituted tobacco"; tobacktraets and

essences

Source: Government of Kenya (2017), Government of Kenya (2015)

2 It should be noted that the Excise Duty Act, 20dfzealed and replaced the Customs and Excise Act.
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In 2017, the cigarette excise structure changea ttwo-tier specific structure of Kshs. 2,500
per mille for filtered and Kshs. 1,800 per mille fnfiltered cigarettes. This marks the most

recent change in the tax structure.

A broad observation that can be made on the refoftise excise tax on tobacco for the last
decade is that tobacco excise tax system has retha&latively complex for most of the
period. This has definitely acted as an obstactberuse of tobacco taxation to achieve much
lower consumption and public health objectivesalko created significant administrative
burden on tax administrators which has been madé@lmore onerous by the frequent
amendments to the Excise Act, following the anrualget statements (Kieyahal, 2014).

To some degree, the excise regime is viewed ashiesby the players as reported by Nargis
et al. (2015).

3.2 Tobacco consumption in Kenya

Cigarette consumption is the main form of tobacse im Kenya. Cigarette consumption can
be estimated if there is data on the adult poputatsmoking prevalence, and smoking
intensity. Smoking prevalence and smoking intensitg best measured using nationaly

representative survey data.

Some of the available datasets that can providempsge of cigarette consumption in Kenya
include the Kenya Integrated Household Budget Su(k@HBS) 2005/06, and 2015/16 the
Kenya Demographic and Health Surveys (KDHS) of 20@d 2014, and the Kenya Global
Adult Tobacco Survey (GATS) of 2014.

KIHBS 2005/06 collected household information omsamption of various household items
including tobacco. Overall, about 17 percent of gi@ah Kenyan households were estimated
to have non-zero expenditures on tobacco. Genemalythe age category of the household
head rises from 15-19 to 50-54 years, the propokifchouseholds with non-zero tobacco use

increased.

The 2008-09 Kenya Demographic and Health SurveyHBPwas a nationally representative
sample survey of 8,444 women aged 15 to 49 andb3y#h aged 15 to 54 selected from 400

sample points (or clusters) throughout Kenya. Amthrggmales aged 15-49, 19 percent were
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current users of tobacco products while 18 perserndked cigarettes. Less than 1 percent of
women said they used cigarettes and less thanc2mtesaid they used tobacco of any kind
(KNBS and ICF macro, 2010).

The findings from the KDHS (2014) were more or lesgilar. It is reported therein that 16
per cent of men age 15-49 smoked cigarettes. Usebafcco is more common among men
with no education and those in the lower wealtmtjgis. Among men who smoke cigarettes,

28 per cent smoked more than 10 cigarettes inaleZ3 hours.

The results of several surveys reported by the WRI5) are reproduced in Table 3.3. The
surveys include the Kenya GATS (2014) and the Weblddlth Survey (2004). Although the

surveys are not strictly comparable, the overailifig from these surveys reaffirms the
findings from the KIHBS 2005/06 and KDHS 2008/09néng adults, current tobacco use or
cigarette smoking is mainly restricted to the mathwprevalence rates ranging from 15.1
percent to 26 percent. Women have a prevalencehates estimated at about 2 percent for
the World Health Survey but less that 1 percentafbthe other surveys.

Table 3.3: Tobacco Use: Recent National Surveys Amg Adults in Kenya

Survey name S;é\;?y Age Tobacco type Current use Daily use

Men Women Men Women

Kenya GATS 2014 15+ Tobacco smoking 15.1 0.8 11}6 0.6

Kenya Demographic and 2008/09 15-49 Cigarette smoking 18p 0.3 14.1 0.3

HealthSurvey

World Health Survey, Keny 2004 18+ Tobacco smoking 26.2 1.9 21|12 0.9

Kenya Demographic and 2003 15-49 Cigarette smoking 22.9 0.7 . 0.6

Health Survey

Source: WHO (2015)

A relatively new phenomenon is the use of smokdlasacco. Data on smokeless tobacco use
was only available for the Kenya GATS (2014) surwch revealed that the prevalence of
its use among those aged 15 and above was 5.péscenen and 3.8 percent for women.

It is also important to observe that information the use of smokeless tobacco has rarely
been captured in most of the surveys done in Kaytar. The global youth tobacco survey
(and the Kenya GATS, 2014) indicates evidence @f ofssmokeless tobacco among the
youth as well as adults. Relative to “tobacco uss® of “smokeless tobacco” appears to be
higher among females.
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Based on data from WHO (2015) current estimate&puaia as one of the highest consumers
of tobacco in sub-Saharan Africa (SSA). It wasneated that about 14 percent of Kenya's
population or approximately 3.2 million persons &ew in 2010 (WHO, 2015). The WHO
(2015) projects that by 2025 around 11 percenhefpopulation or about 4.1 million persons
will be smokers. Relative to the adopted voluniglgbal target to reduce tobacco use by 30
percent by 2025 (relative to the 2010 rate), Kewylanot be able to achieve the smoking

component of the target based on current trendiissated in Figure 3.1.

Figure 3.1: Current tobacco smoking (actual, projeted and targeted) 2000-2025 (%)

=@ Currenttobacco smoking - actual and projected (persons aged 15+)

=f@ll— Targeted tobacco smokers (persons aged 15+)

9.45

2000 2005 2010 2015 2020 2025

Source: Data obtained from WHO (2015) and autharmgations

In more recent estimates, Drope et al (2018) estichthat Kenyans smoked 264 cigarettes
per person per year in 2016. The estimated consompias higher than most of those of its
neighbors including Ethiopia (115), Rwanda (94)h4ania (182) and Uganda (196).

3.3 Effects of tobacco tax on consumption of tobacco

Although there have been numerous changes or refortie tobacco tax system, there were
very few studies on the impacts of the tax chamgesonsumption. Consumption could only
be gleaned from time to time from some of the maticGurveys summarized in the foregoing

section.

Empirically, only a few studies have examined tlomsumption effects of the changes in
cigarette taxes. The only study this review cantesscand a particularly important one was
that by Nargis et al (2015) which examined cigardtixation in Kenya making use of a

simulation model.
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Nargis et al (2015) observed that the tiered taxcsire created incentives for manufacturers
to reposition their brands for maximum gain — whigla common practice to reduce the RSP
of lead brands in order to be eligible for a lowaex rate. In this way, the tiered tax structure
ultimately induces smokers to switch to cheapendisanstead of quitting in the event of tax

and price increase.

The analysis by Nargis et al (2015) concludesttiatiered specific excise taxes on cigarettes
are not effective for tobacco control as they wolddd to higher levels of cigarette
consumption as well as lowered revenue levels. rTaralysis advocates for a uniform
specific excise which is identified as best practio tobacco control and excise revenue

maximization.
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4 Tobacco Tax Measures and Consumption Effects

This section advances the previous sections by exagnmore closely the link between
tobacco taxes and consumption using a simulatiodet&imulations are an efficient way of
determining the effect of excise taxes on key \@eis in a context characterised by limited
survey data. In most contexts, data on smokinggbeece is only available in a national
survey and national surveys are conducted aftgy dumations. In Kenya for instance, the last
representative national surveys where prevalenteeaam be computed were implemented in
2014-2016 period.

4.1 The WHO Tobacco Simulation Model (WHO TaxSiM)

The WHO Tax Simulation Model (TaXSiM) is used tcaexne the effects of cigarette tax
policy changes on cigarette consumption in Kenyhe Effects are analysed using two
separate simulation scenarios that refer to a meadhor base scenario that prevailed prior to
changes made in the Excise Duty Act No. 23 of 20t8hould be noted that a simulation is

simply an approximate imitation of the actual opieraof a process or system.

The simulation performed in this study is differémam the one by Nargis et al (2015) which
focused on two scenarios the first of which wasittieduction of an ad valorem excise on
cigarettes in 2011 to 2014. The second was thednttion of a uniform specific excise for

cigarettes of Kshs. 2,500 per 1,000 and subsequefurm tax increases adjusted to inflation
up to 2025. The focus of the current simulatiotoigxamine the tax effects on consumption
of two separate scenarios which are: an introdoatica uniform specific tax on the one hand
and the introduction of a tiered specific excise r@vhich was actually introduced in 2015).

In this analysis, unlike the one by Nargis, therenly one base period i.e. the year 2015.

The year 2015 is appropriate for a base periochfdeast one reason. It is a year for which
estimates of consumption of cigarettes/tobaccoaaalable from the GATS, KDHS and

KIHBS data and/or analytical reports. The simulatinodel uses the GATS prevalence rates.

In 2015, Kenya's population was estimated at akEB71 million with 22.393 men and

22.997 women respectively. Individuals aged 15 yeard over were 59.0 per cent of the

3 The prevalence rates did not vary widely acrossstirveys

16



population (KIHBS, 2015/16). Thus, a smoking prewake of 7.8 per cent, implied that there

were about 1.95 million adult smokers in Kenya @12

Although the focus shall be on tax effects on camstion this study also examined the
effects on prices and expected tax revenues. Thest@narios allowed for a comparison of
the outcomes that would have resulted had whabmsnoonly accepted as the best practice
scenario (i.e. a uniform specific excise) — beepl@mented consistently relative to a tiered

excise system.

The cigarette market is segmented into PremiumdMidnd Economy brands. The analysis
uses elasticities similar to those of Nargis gRall5) of -0.1, -0.3 and -0.5 for the Premium,

Middle and Economy brands respectively.

4.2 The WHO Tobacco Simulation Model Results

Price Effects of the tax systems

Relative to the tiered specific excise system, ifoum tax results in a larger increase in the
price of a pack of cigarettes (Figures 4.1a and)4.The shift to a uniform specific tax of
Ksh. 2,500 per 1,000 cigarettes from a single && mcreases the average price of a pack of
cigarettes by 39 per cent (from Kshs. 85 to Ksii8).10n the other hand, the tiered specific
excise system increases price by 15 per cent (Ksihs. 85 to ksh. 97.5).

Figure 4.1a: Average price broken down by segmefibm single tax rate (base) to a
uniform specific tax (simulation)

200.0
150.0
100.0
50.0
0.0 -
Total Premium Middle Economy
H Price (Base) M Price (Sim)

Source: Author computations using the WHO Tobadowtion Model
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Figure 4.1b: Average price broken down by segmeimbrm a single tax rate (base) to a
tiered specific excise system (simulation)

200.0
150.0
100.0
50.0 -
0.0 -
Total Premium Middle Economy
M Price (Base) ™ Price (Sim)

Source: Author computations using the WHO Tobadowgtion Model

The price increase, following the introduction ofuaiform tax rate, is highest for the
Economy brands followed by the Middle brands. Tikithe exact opposite of the effects of
the tired excise system for which the highest pieease is for the Premium and Middle
brands (price increase of 16.0 percent). The Ecgrinands had a price increase of 10.8 per

cent for the tiered excise system (Figure 4.1b).

Figures 4.2a and 4.2b summarize the impact of thinun tax (figure 4.2a) and the tiered
excise system (figure 4.2b) on key market indicatocluding average excise, average price,
sales volume, number of smokers, excise revenu¢sangvenue.

Although, the number of smokers would reduce fothb&mulation scenarios i.e. use of a
uniform tax rate and/or a tiered specific excisstey, the uniform tax rate would result in a
larger reduction in the number of smokers (Figuga4nd 4.2b). Specifically, the number of
smokers would reduce by 8 per cent following theoihuction of the uniform tax relative to a

reduction of 2 per cent following the introductiohthe tiered specific excise system.
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Table 4.2a: Percentage change in key market iradicat from single tax rate (base) to a

uniform tax rate (simulation)
70%
60%

50%
40%
30%
20%
10%
0% . E .

a6

-20%

Ave excise  Ave price Sales Smokers Excise Tax revenue
Volume Revenue

Source: Author computations using the WHO Tobadowgtion Model

Figure 4.2b: Percentage change in key market itmliea- from single tax rate to tiered

specific excise system for cigarettes
30%

25%
20%
15%

10%
5% J [=]
0% -

-5%
-10%

Ave excise Ave price  Sales Volume  Smokers Excise Tax revenue
Revenue

Source: Author computations using the WHO Tobadowtion Model

The prospective excise tax revenue increases im $gnario i.e. use of a uniform tax rate
and/or a tiered specific excise system — but thimum tax rate results in a much larger excise
tax increase of 37 per cent relative to 6 per éanthe tiered specific excise system (Figure
4.2a and 4.2b). In addition, tax revenue incre&seS7 per cent in the uniform tax scenario

relative to an increase of 28 per cent for theetespecific excise system.

In 1999, the World Bank announced a yardstick ajteserving that the tax accounts for two
thirds to four fifths of the relative price of cigdtes in countries with comprehensive tobacco
control policies. This informs the WHO FCTC reconmdation that at least 70 percent of the
retail price of tobacco products comes from extases. As of 2012 only about 5 nations had

achieved this best practice standard.
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Kenya's baseline scenario indicates that on agtgeti@e share of total tax on cigarettes was
about 44 percent in 2015. A uniform tax rate of0R,per 1000 cigarettes would have pushed
this share to about 58 per cent which would stlldelow the best practice standard (Figure
4.3a). The increase in the total tax share woalttbeen highest for the economy brands (20
per cent increase) and lowest for premium brandsgarcent increase). All excise tax shares
would still be below the best practice standards Té interpreted to suggest that Kenya has

ample room to increase its tax rates.

On the other hand, for the tiered excise systeeshiare of total tax on cigarettes would have
increased by 7 per cent for both the premium anddhaibrands and by 5 percent for the

economy brands (Figure 4.3Db).

Figure 4.3a: Total tax share broken down by segmefrom single tax rate (base) to a
uniform tax rate (simulation)
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Source: Author computations using the WHO Tobadowtion Model
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Figure 4.3b: Total tax share broken down by segmemm single tax rate to tiered specific
excise system for cigarettes
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Thus, the uniform tax performs better on accountnofeasing product prices, increasing

excise revenue and the total tax share in cigapeittes.

The argument that the tiered system protects tloe jgoweak and is not supported by any
evidence. It may in fact harm the poor more inrtfedium term to long term by resulting in

relatively higher levels of consumption among tle®mpthan would have been the case if a
uniform tax was applied. The relatively larger aomgtion may result in increased loss of

income due to tobacco attributable diseases; iopsoductivity and increased poverty.
It may be averred that the tiered tax is inferiorthe uniform tax with respect to the

achievement of SDG target 3.4 “to reduce prematuetality from NCDs by one third and
SDG target 3.a — to strengthen country level imgletation of the WHO FCTC.
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5 Stakeholders in Tax Enhancement Advocacy Measures

There have been a number of key stakeholders irtatheenhancement advocacy efforts.
These include: The Government of Kenya whose mgéeneies are the Ministry of Health

(MoH), the National Treasury, and the Kenya ReveAuéhority. Other key public sector

affiliated bodies include: the Kenya Institute fBublic policy Research and Analysis
(KIPPRA), and the National and County Assemblied particularly the Health Committees
of these assemblies. In this list can be added Tihleacco Control Board which was
established by the Tobacco Control Act, 2007.

The roles/mandate of these public and quasi-puliganizations encompass health policy
and health regulation (MoH and Parliament); cagabitilding and technical assistance
(MoH, KIPPRA); policy research (KIPPRA) and advigaoles to the Minister in charge of

health (Tobacco Control Board and KIPPRA).

Some of the conspicuous locally based civil societganizations/non-governmental
stakeholders include: the International Institube Eegislative Affairs (IILA), the Kenya
Tobacco Control Alliance (KETCA), Non-Communicabl@iseases Alliance of Kenya
(NCDAK), and the National Taxpayers Association MTThese organisations have been
effective in among other interventions: engagingd acollaborating with local and
international partners; mobilizing resources topgrp tobacco control efforts; developing
capacity for tobacco control; and conducting polielevant studies and campaigns in tobacco

tax advocacy.

Advocacy measures by locally based CSOs have atatséd on the use of fiscal policy to
promote public health and the role of the Natiohedasury. Stakeholders have organised
several interventions towards enhancing the rolghef National Treasury. This include
training workshops for Ministers in charge of ficantrade and health. The collapse of the
tax structure from a four tier to a single tiertseys (and the provision to adjust the tax

increases to account for inflation) in 2012 isihtited to one such training effort.

The CSOs have also been strong lobbyists for refafrthe tax structure to best practice. As

an example, the transition to a uniform specifite raf excise tax in 2015 was a result of
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strong lobbying from locally based CSOs. Howevkis aipparent success was short-lived as

the tax structure was revised to a tiered strudiyrBarliament.

There are also a host of international organizationluding: the World Health Organisation
(WHO), the Centre for Tobacco Control in Africa (CA), the University of Cape town, the
American Cancer Society, and the Campaign for Tobderee Kids (CTFK) all of which

have been instrumental in various aspects of teahsupport and/or provision of funding for

research on tobacco control.
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6 Conclusions (preliminary)

The paper examines recent changes in tax policyhand the changes affect key market
indicators including retail price of cigarettesgaiette consumption and excise tax revenues
from cigarettes. The analyses focus on the effafcastax policy change from a single tax rate

(used as base) to a tiered specific excise outtfarm excise tax system.

The proposed uniform tax rate of Ksh. 2,500 pei0Q,8igarettes, outperforms the tiered
specific system in all the indicators considerediisTinclude in price changes, cigarette
consumption, and excise revenues. In the proposddron system, the number of smokers

would reduce by a larger margin.

The results indicate a win-win scenario as thesextax revenue would also rise significantly

by 37 per cent.

Despite the large increase in revenues, there watilldoe room to increase the excise rates
further (for Middle and Premium brands) as the sharexcise to the retail price (at about 58
per cent) shall still be below the World Bank yaiaks of two thirds to four fifths of the
relative price of cigarettes and the WHO recommégadaf at least 70 percent.

The tiered system enhances affordability of cigaseamong the poor. It may thus lead to:
relatively higher levels of consumption especiaiyiong the poor, increased initiation of
cigarette use by the youth, increased loss of ikcdoe to tobacco attributable diseases; loss
in productivity and increased poverty. The tieraxlis inferior to the uniform tax with respect
to the achievement of SDG target 3.4 “to reducenptere mortality from NCDs by one third
and SDG target 3.a — to strengthen country lev@lementation of the WHO FCTC. It is
expected that the tiered tax shall be relativelyranprone to tax avoidance, evasion and

corruption.
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