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Key Messages 

Health taxes are excise taxes imposed on products that have a negative public health impact (e.g. taxes on 

tobacco, alcohol, sugar-sweetened beverages (SSBs))1. Sometimes referred to as sin taxes, they result in 

healthier populations and generate revenues for the budget even in challenging tax administration and low-

capacity environments.2 Increased interest from Ministries of Finance and Health across developing countries 

in health taxes signals this twin health and revenue imperative.  

Excise taxation is one of the most cost-effective policy measures to reduce consumption of these products, 

while also raising meaningful revenue. On average, 0.6% & 0.3% of GDP are raised globally from tobacco and 

alcohol excise taxes respectively.3 

In the Lao PDR, the tax system under collects 

revenue, artificially inflating the role of excise taxes. 

Excise tax collection in Laos averaged 3 percent of 

GDP during 2010-19, a figure that declined 

significantly to 2.3 percent of GDP in 2020-22. This 

does not mean that excise tax rates are high in Laos. 

Rather, the relative contribution of excise seems 

artificially large because the broader tax system only 

collected 11 percent of GDP in tax revenue. 

While health excise taxes can provide health and revenue gains for Laos, to realize gains, health excise tax 

structure needs to be addressed, in tandem with significant and regular rate increases. Tobacco, alcohol, 

and non-alcoholic beverages all employ ad valorem taxes on the Cost, Insurance and Freight (CIF)/producer 

price, which are considered a poor practice from both an economic and health perspective. Ad valorem tax 

invites tax evasion by under declaring the value of production or the value of CIF to reduce tax liability. Ad 

valorem tax also leads to larger price disparity across brands and that allows people to switch to a cheaper 

brand instead of quitting smoking. While the tax on cigarettes employs the ad valorem rate in the context of a 

mixed tax structure, the specific component is ignored by the tobacco industry, which limits revenue 

collection; the presence of tax tiers is also is problematic. Following WHO recommendations, there is a clear 

global trend in countries moving from ad valorem to specific taxes on tobacco. 

With a mixed tax structure, the excise tax should rely more on the specific tax than ad valorem tax to 

improve health and revenue gains; tiers need to be removed since they cannot be justified by differential 

harm caused by cigarettes with different cost of production. Changing the base of the ad valorem tax to retail 

prices will also improve tax administration since it is significantly easier to monitor and enforce. 

The Investment License Agreement (ILA) on tobacco has impeded the effectiveness of tobacco tax collection 

in the Lao PDR. The exemptions and privileges in the ILA should end. A 25-year ILA was signed by the 

government in 2001 with the joint-venture cigarette manufacturer that prevents the government from 

collecting all applicable taxes. The tobacco industry pays the preferential reduced tax rate as specified in the 

ILA. The ILA is the primary reason for low cigarette prices, low tax revenue and the resulting health and 

economic harm. The government should end the exemptions and privileges in the ILA as soon as possible to 

ensure that the agreement, which is set to expire in 2026, does not renew. 

1 The term health taxes almost always refers to excise taxes. Other indirect taxes like VAT (or sales taxes) are not health taxes since they 
do not change relative prices and reduce consumption through increased cessation, reduced initiation and intensity of use. Import tar-
iffs are also not considered health taxes since they influence where something is produced rather than where it is consumed. 
2 This term has become unpopular since public health approaches focus on patterns of use at a population level, and more recently, on 
the social and commercial determinants of health, rather than individual behaviors. 
3 See World Bank 2023 Health Tax Knowledge Note: Unpacking the Empirics Behind Health Tax Revenue. 

Tax reforms introduced on 1 

January 2024, which focused on 

rate increases only, will generate 

negligible revenue: only 0.02% of 

GDP. However, adopting the 

recommendations in the attached 

note will net nearly 1% of GDP in 

the first year alone. 

https://thedocs.worldbank.org/en/doc/f1f068e38935e2f5d92b7edf365d5089-0350032023/kn4-health-tax-revenues
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Health excise tax reform is in line with the National Socioeconomic Development Plan Financing Strategy and The 

National Agenda of the Government of the Lao PDR. Combined with ending the ILA tax privileges, proposed 

changes will bring nearly 1% of GDP in revenue in the first year alone.  For all three product areas, tax structures 

should be reformed, and rates increased to move towards international best practice, including simpler structures 

and higher reliance on specific taxes. All specific tax rates need to be automatically adjusted for inflation and 

income growth to preserve real values.  

 Table A: Proposed health tax reforms 

 

The proposed tax policy is conservative compared to lower-middle-income countries where, for example, the 

median excise tax per cigarette pack was 8,000 kip in 2020.  The proposed excise tax on beer is the same as 

currently applied in Vietnam. For SSBs, the government should also ensure that the tax does not apply to 

unsweetened waters.  

In the Lao PDR, the latest excise tax reform approved in 2023 and effective Jan 1, 2024 is projected to have 

almost no impact on smoking prevalence and minimal impact of cigarette tax revenue in real terms. Figures A 

and B show the amount of revenue anticipated. The 2023 alcohol and non-alcoholic beverage excise tax reform is 

projected to have a similarly low impact. However, the tax reforms proposed in this note would result in better 

public health due to lower smoking prevalence and reduced consumption of alcohol and sugary drinks. These 

would  reduce health care expenditures and improve labor productivity, with most benefit enjoyed by the poor.   

The proposed tax reforms would bring additional tax revenue of 2,532 billion kip, equivalent to 1% of GDP, 

within the first year.  

 Table B: Additional Excise Tax Revenue Expected from the Proposed Health Tax Reform 

 

Further, while these reforms will improve the flow of resources to the Tobacco Control Fund (TCF), its 

operational inefficiencies and bottlenecks need to be resolved. A more in-depth diagnostic is required to consider 

how to move this forward. However, health taxes can provide additional revenue for health without earmarking 

and by way of increasing the size of the public budget, and in turn, allocations to the health sector.  

 

 

 Cigarettes Alcohol SSBs 

Structure 

Keep the existing mixed system Change to uniform volumetric 
specific tax by alcohol types 

Remove tiers based on alcohol 
content to simplify tax 
administration 

Change to uniform volumetric specific tax 

 

Remove tiers between soft drinks and 
energy drinks 

Rate 

Ad valorem- 72% (as of Jan 1 2024) 

Specific- 800 kip per pack (600 kip excise 
tax + 200 kip to TCF); increased by 800 kip 
annually, 

Tax stamp fee -500 kip per pack  

plus adjust all specific components 
annually for inflation and income growth  

Start with beer at 9,000 kip per liter; 

Wine at 30,300 kip per liter; 

Spirits at 72,000 kip per liter. 

plus adjust annually for inflation and 
income growth 

 

Start with 3,000 kip per liter; plus adjust 
annually for inflation and income growth  

 

Base 
Volume for the specific tax, producer price 
for ad valorem tax 

Volume of beer, wine, and spirits Volume of non-alcoholic beverages minus 
any unsweetened water 

Category of products Additional tax revenue (excise plus VAT)  

Cigarettes 432 billion kip 

Alcohol 1,788 billion kip 

Sugar-sweetened beverages 312 billion kip 
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Excise taxes need to be a part of an efficient tax system, including tax administration, otherwise tax policy goals 

will be undermined. The current tax administration in Laos is weak, especially when it comes to the cigarette 

market. Administrative capacity development will require a longer-term agenda, and may include targeted support 

to areas such as track and trace.  Other actions to strengthen tax administration should also be considered, such as 

the use of technology to aid monitoring and enforcement, and licencing. In combination, the policy and 

administrative actions outlined above, in tandem with removal of the privileges in the ILA, would help to provide 

the health and revenue impact direly needed in Laos. 

This technical note summarizes best practice and country examples in health excise tax reform. A forthcoming 

policy brief will break down the above reform proposal in more detail. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure A: Expected cigarette tax revenue after 2023 
tax reform 

Figure B: Expected cigarette tax revenue from the 
proposed reform 

Note: Based on World Bank calculations. Figures are inflation adjusted  
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1. Introduction to Health Taxes 

Like all taxes, one of the key roles of excise taxes is to generate tax revenues to fund the day-to-day operations of 

government. Unlike non-discriminatory consumption taxes like value added tax (VAT) that apply to most goods and 

services, excise taxes are discriminatory consumption taxes levied on a narrow range of both domestically 

produced and imported products. Historically, the primary purpose of excise taxes was revenue generation. In an 

era where direct taxes like income taxes were less common, indirect taxes – including excise taxes – were the 

primary source of tax revenue. Excise taxes were generally levied on goods that were strong revenue generators 

due to their relatively inelastic nature, but in many cases were also applied to luxury goods due to their inelastic 

demand and because they were most often consumed by a small number of consumers. Furthermore, excise taxes 

are relatively easy to collect since they are collected early in the supply chain. 

As modern tax systems evolved – with greater emphasis on tax revenue generation from income taxes and VAT – 

the role of excise taxes evolved. While they are still efficient revenue generators, excise taxes now play an 

important role correcting negative externalities and internalities. Negative externalities are the uninternalized costs 

of consumption, or the harms that accrue to non-consumers. Applying an excise tax to correct for a negative 

externality is a Pigouvian tax – a well-established economic concept. Negative internalities are the costs that accrue 

to an individual that are not considered when making the decision to consume (see Box 1).  

Excise taxes on tobacco, alcohol and SSBs are often referred to as “health taxes”.4 They are termed health taxes 

since their consumption harms health, and taxes that reduce their use can improve health. However, to differing 

extents all these products generate negative externalities or internalities and are strong candidates for government 

intervention, including taxes. Health taxes result in healthier populations and generate revenues even in difficult 

tax administration and low-capacity environments. They are unlike other indirect taxes like VAT, which are not able 

to correct for externalities or internalities since they do not change relative prices or reduce consumption through 

increased cessation, reduced initiation, and intensity of use. Import tariffs are also not considered appropriate in 

this context since they influence where something is produced rather than where consumed. 

Box 1: Negative Externalities and Internalities 

4 Sometimes referred to as “sin taxes”. This term has become unpopular since public health approaches focus on patterns of use at a 
population level, and recently, on social and commercial determinants of health, rather than individual behavior. 
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Negative externalities and internalities are not the same as “health harms”. For instance, a consumer might smoke, 

or drink alcohol or sugar-sweetened beverages (SSBs) because the enjoyment they gain may outweigh the health 

harms. However, what matters is whether their consumption imposes harms on others (externalities) or 

themselves that they do not correctly internalize (internalities). This economic framework is convincing and while 

externalities are well understood and by themselves justify taxes to correct market failures on alcohol and tobacco, 

the advancement in our understanding of internalities improved the case for alcohol and tobacco taxes and 

provided justification for SSB taxes. The main target of health taxes is tobacco, alcohol and SSBs due to their direct 

and sizable impact on public health. Their consumption contributes significantly to the rising burden of NCDs. 

Between 1990 and 2019, deaths from NCDs in low- and middle-income increased from an estimated 52 to 77 

percent of all deaths, with particularly marked increases in Southeast Asia (GBD, 2019).  

Mortality and morbidity in Lao PDR due to tobacco and alcohol use and diets high in SSB consumption are higher 

than peers in lower middle- income countries (LMICs) and for alcohol higher than in the Southeast Asian region. 

Using globally comparable data (GBD, 2019), consumption of these products contributes 21.5 percent of all deaths 

in Laos, higher than in the Southeast Asian region as a whole and in lower-middle-income countries. When 

considering disability adjusted life years lost (DALYs), they contribute 13.6 percent of all DALYs in Laos, again higher 

than in peer countries. The same trends are observed when considering the rate of death and DALYs lost per 

100,000 people. The following figures show a summary of these data, with Figure 1 showing the rate of death and 

Figure 2 the rate of DALYs lost, due to tobacco and alcohol use and diets high in SSB consumption in 2019.  

 

These results have significant human capital implications. Investing in human capital is foundational for inclusive 

growth. Many LMICs have significantly constrained fiscal space and must make tough trade-offs to invest in their 

human capital through expanded access to quality education and health services. Yet illness and premature deaths 

from NCDs are higher in LMICs, cutting people off from their peak productivity years and preventing countries and 

households from reaping the full returns on these investments. Health taxes can act as financial disincentives to 

harmful consumption patterns (World Bank, 2021). 

Firstly, many of these deaths occur in the prime productive age. For example, a large portion of heart disease 

deaths among those aged between 40 and 64 are due to smoking, suggesting a reduction in economic productivity 

due to lost work years (NCI, 2016). The larger gap in DALYs lost due to alcohol use compared to tobacco use likely 

results from Laos’ relatively young population with many alcohol-related deaths and injuries occurring at younger 

ages than tobacco, leading to larger productivity losses, meaning larger potential gains from reducing alcohol use. 

Secondly, tobacco, alcohol and unhealthy diets generate significant economic costs, estimated to be close to 5 

percent of global gross domestic product (GDP). In LMICs in Asia, productivity loss alone due to premature death 

and disability caused by tobacco, alcohol, and SSBs use amount to 2.1 percent of GDP. The cost of medical 

treatment and other social costs would further increase these costs (Lane, 2022). Tobacco demonstrates the 

Figure 1: Deaths due to tobacco, alcohol and SSB 
use in Lao PDR and peer countries 

Figure 2: DALYs lost due to tobacco, alcohol and SSB 
use in Lao PDR and peer countries, 2019 

Source: GBD (2019). This is modelling data based on limited country data  
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devastating economic impact of using these products. In 2017, tobacco use costs the Lao economy kip 3.6 trillion, 

equivalent to 2.3 percent of GDP (UNDP, 2021). The cost associated with alcohol use is about as high as the costs of 

tobacco use (Lane, 2022). The economic burden due to alcohol and tobacco use in Laos will likely continue to rise. 

As a country’s level of economic development increases, so do the economic costs, all else being held constant. For 

example, research shows that the economic cost of smoking in rises from 1.2 percent of GDP in low-income to 2.2 

percent in high-income counties (HICs) (Goodchild et al., 2018), even though smoking prevalence is lower in HICs. 

This is because the cost of healthcare increases as countries gets richer since the demand for and quality of 

healthcare increases, increasing costs. An example of this in practice is China, where the economic cost of smoking 

rose from $7.2 to $28.9 billion between 2000 and 2008 even though tobacco use did not increase (Tobacco Atlas, 

2009). 

An additional consideration are the trends mortality and morbidity over time. The net result is that tobacco use 

increased from the fourth to the third highest risk factor for DALYs lost in Laos between 1990 and 2019, despite the 

significant decline in the rate of DALYs lost attributable to tobacco use during this time while alcohol use remained 

unchanged as the eighth highest risk factor. However, these declines are not occurring quickly enough. This 

highlights that the relative burden of tobacco and alcohol use is rising in Laos. This is attributable to the health 

transition that is occurring coinciding with the significant economic growth in recent decades. For example, 

significant gains have been made in water and sanitation, declining from the third to the twelfth most significant 

risk factor for DALYs lost during the same period. 

 

 

 

 

 

 

 

 

Figure 4: DALYs lost due to alcohol use in Laos and 
peer countries, 1990-2019 

Figure 5: DALYs lost due to SSBs in Laos and peer countries, 1990-2019 

Figure 3: DALYs lost due to tobacco use in Laos and 
peer countries, 1990-2019 

Source: GBD (2019).  
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Figures 3-5 show the trends in the rate of DALYs lost in the Lao PDR and its peer countries from 1990 to 2019 due 

to tobacco, alcohol and SSBs, respectively. A feature of the figures is that they also show the contribution to all 

DALYs lost in Lao PDR over the same period (in the shaded bars behind the lines). While the DALYs lost attributable 

to tobacco use have declined sharply in Laos, the trend in other Southeast Asian countries has been flat and the 

trend in other lower-middle-income countries has seen much slower declines, albeit both from lower bases. While 

this trend is very encouraging, the contribution of tobacco use to all DALYs lost in Laos has been rising. DALYs lost 

attributable to alcohol use have also been falling, although this decline has stopped in the last 15 years with an 

uptick in recent years. Trends in peer countries also show an increasing rate of DALYs lost in recent years. 

Furthermore, the contribution to all DALYs lost has been rising even more sharply than tobacco. While diets high in 

SSBs are not a significant contributor to DALYs lost at present, the trends are flat in recent decades. Continued 

economic development will likely see this continue to rise rapidly in the coming years. 

The net result is that tobacco use increased from the fourth to third highest risk factor for DALYs lost in Laos 

between 1990 and 2019, despite the significant decline in the rate of DALYs lost attributable to tobacco use during 

this time while alcohol use remained unchanged as the eighth highest risk factor. This highlights that the relative 

burden of tobacco and alcohol use is rising. This is attributable to the health transition that is occurring coinciding 

with the significant economic growth in recent decades. For example, significant gains have been made in water 

and sanitation, declining from the third to twelfth most significant risk factor for DALYs lost during the same period. 

 

2. The Impact of Health Taxes 

The empirical evidence on the effectiveness and cost-effectiveness of health taxes in reducing the negative 

externalities and internalities as well as reducing the associated health harms and raising tax revenues are well 

established for tobacco and alcohol and is emerging for SSBs (Chaloupka and Powell, 2018). Taxes themselves do 

not directly affect externalities, internalities, health, and revenues, but rely on a policy transmission mechanism 

that relies on well designed and implement taxes that raise prices, that in turn reduce consumption and improve 

health – this is discussed in detail in sections 2.1, 2.2 and 2.3. The reduction in consumption is less than 

proportional to the increase in tax and price and ensures that even though consumption declines, tax revenues 

increase – this is discussed in detail in section 2.4. However, many LMICs tax these products far below their optimal 

level building a case for increasing health taxes to increase the magnitude of the impact (WHO, 2021a). In most 

cases, this is the result of poorly designed tax structures as well as low tax rates. The design of the tax is of critical 

importance, and section 3 considers the design of taxes, including tax structures and bases, in detail providing 

product specific recommendations and case studies. A poorly designed health tax will result in a failure of the policy 

transmission mechanism that will likely reduce or minimize the impact of health taxes or tax increases, limiting the 

impact on consumption, health and/or revenue, or even resulting in unintended consequences and poorer 

outcomes. 

2.1. Impact of Taxes on Prices 

Health taxes themselves do not affect behavior, but rather affect prices that in turn affect behavior. However, 

health taxes are the policy tools available to government to affect prices. The relationship between tax and price is 

primarily affected by the structure of the tax (including the type of tax, the tax base and where in the supply it is 

applied) as well as firm strategy and industry structure. This relationship is analyzed through the tax pass-through 

rate which refers to the extent of which the tax (or tax increase) is passed on by firms to consumers in terms of 

higher prices. In response to an increase in the tax rate, firms may increase the after-tax or net-of-tax price exactly 

equal to increase in the tax (full pass-through of the tax) or they may under-shift (i.e., the firm absorbs some of the 

tax increase itself) or over-shift (i.e. the firm increases the price by more than the tax increase). The degree to 

which manufacturers adjust their prices in response to a health tax increase will depend on several factors, 

including the market structure and level of competition, their market share, the amount of the tax increase, the 
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possibility for consumer to buy from other sources (e.g. cross border shopping), the product, the country setting, 

etc. Empirical evidence suggests that, in general, health tax increases are passed on to consumers via higher prices 

(Linegar and van Walbeek, 2018). 

2.2. Impact of Price on Consumption 

The price elasticity of demand for a product is defined as the percentage change in consumption that results from a 

one percent price increase, all else remaining constant. For example, if the price elasticity of demand is -0.4 it 

means that a ten percent increase in price will result in a four percent decrease in consumption of that product 

(NCI, 2016). The negative sign of the price elasticity means that the price and demand move in the opposite 

direction, reflecting the law of demand, a foundational principle of microeconomics. 

Empirical studies show that the price elasticity of demand of tobacco in LMICs is about -0.4 to -0.5 (i.e. a ten 

percent price increases results in a four to five percent decline in consumption), -0.64 for alcohol products, -1.21 to 

-1.4 for SSBs (Lane, 2022). Recent evidence indicates that demand for tobacco products in LMICs is at least as 

responsive to price as demand in HICs, and likely more responsive. In the presence of addiction, long-term price 

elasticities are larger than short-term elasticities (Becker and Murphy, 1988; Gruber and Köszegi, 2001), meaning 

that most price elasticity estimates underestimate the long-run effectiveness. A recent study (Gertler et al., 2021) 

explicitly incorporates rational addiction and present bias to evaluate an SSB tax in Mexico, finding that the long-

run price elasticity is approximately 50 percent larger than the short-run price elasticity.  

Young people tend to be more responsive than adults to changes in tobacco product prices. This has been 

documented in numerous countries including from LMICs. Cigarette prices have a greater impact on regular 

smoking than on early experimentation with smoking. Smokers at earlier stages are smoking few cigarettes and are 

likely to rely on social sources for those cigarettes. As they progress toward regular smoking, they begin to buy their 

own cigarettes, become more aware of prices, and consequently become more sensitive to price (NCI, 2016). 

Declines in consumption – described above – need to affect either increased cessation, lower intensity of use by 

continuing used or reduced initiation, or a combination of both. A review based on 116 studies from HICs, 

concluded that a price increase of tobacco products by 20 percent would reduce overall consumption of tobacco 

products by 10.4 percent, prevalence of adult tobacco uses by 3.6 percent, and initiation of tobacco use by young 

people by 8.6 percent (NCI, 2016). Few studies have looked at the impact of prices on cessation of tobacco use in 

LMICs. However, Ross et al. (2014) analyzed the impact of changes in cigarette excise taxes on smoking cessation 

rates with data from three neighboring Eastern European countries and estimated that a 10 percent increase in 

cigarette taxes increased the probability of smoking cessation among smokers by 1.6 to 2.3 percent.  

Trends in Prices in Laos and Peer Countries 

Cigarettes are a relatively homogeneous product; however, prices of cigarettes vary substantially within a country, 

varying by brand, retail environment and location. In addition to variation in prices within the market, the variation 

in prices over time is important since it is the change in price over time that affects consumption. Assessing the 

trends in prices over time is critically important in assessing the effectiveness of tax policy. Official data on cigarette 

prices in Lao PDR is not available, nor is data from independent providers. However, WHO collects prices of the 

most sold brand of cigarette in almost every country in the world every second year to track global progress. The 

price of the most sold brand of cigarette in Laos between 2008 and 2020 is shown in Figure 6 with the price 

decomposed into the various tax and non-tax components. The trend represents a single brand and observation 

rather than an average of the market and is expressed in real terms (constant 2020 prices). It shows an increase in 

real prices in 2014 in response to the Decree on Tobacco Control Fund that imposed specific tax of 200 kip per pack 

and two percent additional tax on the industry profit. The subsequently tax changes including an increase in the 

specific tax rate had limited impact on cigarette prices due to the Investment License Agreement (ILA) that grants 

the domestic industry preferential tax rates.  
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The WHO data also allows comparison of the price of cigarettes in Laos with prices in peer countries. Figure 8 

shows the price of the most sold brand in each country in US dollars in the Asia-Pacific region in 2020, decomposed 

into the excise tax and net-of-excise and Figure 9 shows the same for all lower-middle-income countries. Countries 

are arranged from lowest to highest price. Laos has the second cheapest cigarettes out of 35 countries in the Asia-

Pacific region, and third cheapest cigarettes out of 52 lower-middle-income countries, with the price per pack 

dramatically lower than in most countries. Clearly, excise taxes are the most significant determinant of prices and 

countries with higher prices almost always have higher excise taxes. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.2.1. Affordability 

Retail prices are a key determinant of tobacco, alcohol and SSB consumption, and changes in the retail price induce 

changes in consumption. Consumption is also sensitive to changes in consumer incomes—the higher the income 

the more it is likely to be purchased. In most economies consumers respond to the interaction of prices and 

incomes. For example, if prices do not change (or change slowly), but income increases (or increases faster than 

prices), goods are becoming more affordable. This is a positive development for many goods and services since this 

implies an increased standard of living, however this is a negative development for goods and services that 

generate significant negative externalities and internalities. Since the early 2000s, many LMICs, particularly in 

Southeast Asia have experienced rapid economic growth during which excise taxes and prices of tobacco, alcohol 

and SSBs have not kept up with the growth in income. Given this rapid economic growth, increasing prices alone 

may not be sufficient to reduce the health-related harms and negative externalities and internalities. 

Figure 6: Price and affordability (right scale) of the 
most sold brand of cigarettes in Laos, 2008-20 

Figure 8: Prices of most sold brand of cigarettes in lower-middle-income countries, 2020 

Figure 7: Prices of most sold brand of cigarettes in 
Asia-Pacific region, 2020 

Source: WHO (2021) 
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Cigarettes in Laos have become dramatically more affordable in recent years. WHO data shows that that the most 

sold brand is nearly twice as affordable in 2020 than it was in 2010 (WHO, 2021a). Unfortunately, time series data 

for alcohol and SSBs were not available for  similar analysis.  

To effectively target negative externalities and internalities, and change behavior, health tax policy needs to reduce 

affordability over time. However, when incomes rise faster than prices, adjusting health taxes for inflation to 

maintain their real value is not sufficient to ensure that certain products do not become more affordable over time. 

It may therefore be necessary to link health taxes with income growth to ensure declining affordability.  

Box 2: Affordability of cigarettes, alcohol and sugar-sweetened beverages 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 9: Average annual percentage change in 
affordability of cigarettes in 85 countries, 2010-18 

Figure 10: Average annual percentage change in 
affordability of beer in 80 countries, 1990-2016 

Note: A positive line means a decrease in affordability.  

Country names have been removed for simplicity. 

Source: Blecher (2020) 

Figure 11: Average annual percentage change in affordability of SSBs in 82 countries, 1990- 2016 
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2.3. Impact on Health 

Research evidence around the world demonstrates that health taxes are a highly effective policy instrument for 

improving population health and reducing risks associated with the use of unhealthy products. For example, higher 

tobacco taxes that increase prices lead to smoking cessation, inhibit smoking initiation, and motivate users to 

reduce consumption (NCI, 2016). Numerous studies show a quantitative relationship between length of smoking, 

smoking cessation, and the benefits of quitting smoking with mortality. The risk of death declines as the time since 

an individual quit smoking lengths, with the reductions in relative risk on heart disease and stroke more immediate 

than the effects on respiratory disease and cancer. About a quarter to a half of those who quit smoking will avoid a 

smoking-related premature death. A large study that followed thousands of smokers for nearly two decades 

concluded that smoking cessation reduces mortality risk, but smoking reduction (i.e. cutting down the number of 

cigarettes per day) is not associated with a decrease in mortality from tobacco-related diseases (Godtfredsen et al., 

2002). An empirical study in the United States concluded that a 10 percent increase in the tobacco tax saved over 

6,000 lives a year (NCI, 2016). Another study in the European Union found that an increase of €1 ($1.18) per pack in 

the median cigarette price driven by tax increases was associated with a significant decline in infant mortality both 

in the year of the tax increase and in the following year. Cigarette price increases across 23 European countries 

between 2004 and 2014 were associated with 9,208 fewer infant deaths (Filippidis et al., 2017). Research shows 

that a once-off tax-induced 50 percent price increase on tobacco, alcohol and SSBs has the potential to avert more 

than 60 million deaths over 50 years with more over 52 million being averted in LMICs (Summan et al., 2020).  

2.4. Impact on Tax Revenues 

In addition to correcting for negative externalities and internalities heath taxes are also an important and efficient 

revenue generator due to their inelasticity of demand, meaning that declines in consumption will be than less 

proportional to the increase in price. Furthermore, since taxes are only a share of price, the tax elasticity is more 

inelastic, ensuring that increases in taxes result in increases in revenue (NCI, 2016). The magnitude of revenue 

increases is a function of the magnitude of tax increases. Larger tax increases results in more revenue. Health taxes 

are also relatively easy to administer amplifying their potential as an efficient revenue generator. 

Taxes on tobacco and alcohol have significant capacity for raising revenue. Optimal tax policy design suggests that 

goods with inelastic demand, such as tobacco and alcohol, can be taxed at a relatively high rate (OECD, 2021b; 

WHO, 2021b). SSB taxes generate less revenue for several reasons. Firstly, SSBs are relatively less inelastic than 

alcohol and tobacco, and sometimes thy are even elastic, meaning that declines in consumption after tax/price 

increases are much larger. The less inelastic demand can be ascribed to the larger number of substitutes (e.g. 

water) available to consumers. Tax increases change the price gaps between SSBs and substitutes (ideally not 

taxed), inducing larger behavioral changes. Furthermore, novel tax structures can be designed to encourage 

reformulation, and these reduce revenue potential. It can be argued that SSB taxes are not conceptually designed 

as revenue generating taxes. However, this is not universal and there are many countries where SSB taxes have 

significant revenue potential, particularly in countries with no or low alcohol sales. 

Health tax revenues need to be considered within each economic framework, and policy makers may be seeking 

not to maximize tax revenues, but rather to minimize externalities and internalities. However, since health tax rates 

are generally considered to be below socially optimal levels in most countries, excise tax revenues rarely account 

for the total economic costs to society. WHO estimates the total economic cost of smoking to be 1.8 percent of 

global GDP (Goodchild et al., 2018), significantly higher than the average tobacco tax revenues of 0.6 percent of 

GDP. The total economic cost of alcohol is estimated to be significantly higher than for tobacco (Baumberg, 2009), 

while alcohol tax revenues are on a similar level (0.3 percent of GDP). SSB taxes (including non-alcoholic beverages) 

contribute, on average, less than 0.1 percent to GDP, substantially less than do alcohol and tobacco. The IMF (2016) 

observes that “tobacco excise receipts vary across countries but have proved to be a significant and stable source 
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of revenue for many.” More recently, the IMF has argued that SSB taxes could provide much larger shares and 

sources of revenue in low-income countries where tax-to-GDP ratios are low (Petit et al., 2021). 

The Bloomberg-Summers Task Force on Fiscal Policy and Health highlights the revenue potential of increasing 

health taxes, globally (Summan et al. 2020). A once-off tax induced 50 percent price increase on tobacco, alcohol 

and SSBs in 2018 has the potential to raise nearly $26 trillion in tax revenue in inflation adjusted terms over 50 

years, 57 percent of which in LMICs. Higher taxes on alcohol have the largest revenue potential representing 79 

percent of the revenue gain.  

Box 3: Case Studies of Health Tax Revenues in Southeast Asia 

 

 

 

Revenue in the Lao PDR 

From 2018 to 2022, Laos collected approximately 25 percent of total tax revenues from excises. Excise tax 

collection averaged 3 percent of GDP during 2010-19 but significantly declined to 2.3 percent of GDP in 2020-22, 

partly due to the COVID-19 pandemic. However, this does not mean that excise tax rates are high in Laos. Rather, 

the relative contribution of excise seems artificially large because the broader tax system only collected 10.5 

percent of GDP in tax revenue. The significance of the excise tax in total revenue will even increase, due to the 

recent reduction in the VAT rate from 10 to 7 percent, and lower personal income tax rates. This highlights the 

importance of raising additional revenue from health taxes through structural reforms and increases. 

There is significant scope to raise tax revenue from tobacco and alcohol in Laos. This can be achieved by reforming 

the tax system, including by imposing higher tax rates, and by improving tax administration. Strengthening the tax 

administration is particularly important in this respect. For example, Laos currently loses at least 92.8 billion kip 

($9.8 million) per year from just the specific component of the cigarette excise tax, because the local tobacco 

companies do not comply with the tax law (Ross, 2021). Trends in alcohol consumption point to a growing excise 

revenue potential (Euromonitor, 2020). This potential can only be realized with adequate supply chain controls and 

a change from ad valorem to specific (or mixed) tax structure. 
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Health tax revenue can be a reliable source of tax revenue even in the long run despite of the theory of the Laffer 

curve that is not empirically supported (WHO, 2021b). This is due to relatively low-price elasticity of demand for 

tobacco and alcohol. Even in a high-tax and declining prevalence country such as Australia, tax increases resulted in 

tax revenues increases. Therefore, governments can currently rely upon health taxes as a reliable source of revenue 

(Moerno-Dodson B 2017). 

2.4.3. Use of Revenues 

Policy makers and other stakeholders often debate whether health tax revenue should go to general revenue or 

whether it should be partially or fully earmarked. Typical reasons for earmarking are to offset any burden imposed 

on low-income groups by higher health taxes, enhance the public health impact of higher health tax by supporting 

other programs controlling consumption of unhealthy products (e.g. smoking cessation programs), and/or to make 

the tax politically more palatable to a particular constituency (e.g. to support tobacco farmers). Earmarking may 

ensure a continuous regular source of funding that is not subject to annual budgetary review. However, earmarking 

may lead to rigidities and inefficiency in expenditure, as the spending cannot be reallocated to higher priorities and 

may lead to procyclical spending. Earmarking may not lead to durable increases in expenditure if earmarked tax 

collection drops, or if other budgetary funding is reduced to offset the positive impact of the earmark. A distinction 

needs to be made between hard earmarks, when the revenue can only be used for a defined purpose, and soft 

earmarks which have a more flexible link between revenue and expenditure. These are used in the Philippines, 

where earmarked revenues from corrective alcohol and tobacco taxes must be allocated to health, but priorities 

can change as indicated in the health budget (Cashin, Sparkes, and Bloom 2017). The existing fiscal system is also an 

important consideration for countries considering earmarking for health or other expenditure purposes: the degree 

to which earmarking is already an applied practice can govern the palatability and feasibility of reforms. Numerous 

countries earmark some or all revenue from health taxes, including 35 countries earmarking revenue from tobacco 

taxes, 9 from alcohol taxes, and 10 from SSBs or other harmful products (Lane, 2022; Cashin, Sparkes and Bloom 

2017). Lessons from nine countries with tobacco tax earmarking have been summarized by WHO (2016a).  

In 2013, the Lao government established the Tobacco Control Fund (TCF) as a health promotion fund to implement 

and promulgate the law on tobacco control. The TCF was supposed to be funded from earmarked taxes on tobacco 

products. These consisted of a surcharge specific tax of 200 kip per pack and an extra two-percent profit tax on the 

tobacco industry. In practice the TCF is not yet fully funded, since the domestic industry does not pay this tax, citing 

the ILA. The TCF receives only small income, from the 200 kip per pack on imported cigarettes.  

In March 2022, the government amended the tobacco control law to strengthen tobacco control measures. It 

expanded the definition of tobacco products to cover electronic smoking devices (SEATCA, 2022). It also reclassified 

the additional two percent of profit tax earmarked for the TCF to a two-percent surcharge on top of the excise tax 

on tobacco products, with an increase of one percent every two years. The specific tax surcharge of 200 kip per 

pack is the same but it will be increased by 200 kip per pack every two years. It is not clear, if the domestic tobacco 

industry will comply with these taxes/contributions to the TCF given that the ILA is in effect until 2026. Further, the 

TCF faces operational inefficiencies, with even the limited funds that have been received from import failing to be 

mobilized until recently.  

3. Existing Practices in Designing Health Taxes 

The ideal tax system is one that allows for domestic resource mobilization, without discouraging economic activity, 

however excise taxes are unique in that they are intentionally discriminatory and to some extent distortionary. This 

enables them to effectively target the negative externalities and internalities and reduce the consumption of goods 

and services that cause social damage, particularly health (Sassi et al., 2013) and ultimately lead to positive socio-

economic outcomes. However, the effectiveness of excise taxes in achieving these outcomes depends heavily on 

the tax structure and tax rates. A poorly designed tax system is unlikely to bring about the expected benefits, 
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resulting in political capital being lost in the process, making future reforms more challenging. Poor outcomes may 

even result in countries backtracking on reforms. The structure of excise taxes refers to the type of tax that is levied 

and the base that the tax is applied to. However, given the varying nature of excisable products as well as the 

different negative externalities and internalities they generate, optimal tax structure and rates vary. Furthermore, 

this will be influenced by country specific challenges and needs and ultimately the capacity and resources available 

to administer them, including collection and enforcement. 

Box 4: Earmarking Case Studies 

Tax design can also determine whether changes occur through the demand side (i.e. consumers reacting to 

changing prices) and/or the supply side (i.e. firms reacting to changing taxes). For instance, specific tobacco taxes 

generate a demand side reaction in that they increase prices and reduce quantity demanded. On the other hand, 

specific excise taxes on alcohol and SSBs — which may be more appropriately levied on the volume of alcohol and 

sugar — generate supply side incentives/reactions by encouraging producers to lower alcohol or sugar content or 

shift marketing expenditures to lower alcohol or sugar products.  

3.1. Types of Excise Tax  

There are two types of excise taxes: ad valorem excise taxes that apply tax based on a percentage of the value and 

specific excise taxes that apply tax based on the volume (i.e. per pack of cigarettes or liters of beverage). The base 

of an ad valorem tax depends on where in the supply chain it is applied. A tax applied later in the supply chain 

(potentially all the way up to the final retail price) will always result in a higher effective tax (i.e. the value of tax per 

unit) than if it were applied earlier in the supply chain. The base of a specific tax can be volumetric (i.e. per pack of 

cigarettes or liters of beverage), or in the case of alcohol or SSB, based on the alcohol or sugar content.  

Thailand 

The Philippines 
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Specific and ad valorem taxes each have advantages and disadvantages regarding ease of administration, behavior 

changes, nature of the externality, distributional effects and predictability, stability and buoyancy of the revenue 

streams. Specific and ad valorem excise taxes can be combined in a number of ways including mixed systems, in 

which both tax types are applied to a product, as well as various hybrid systems that may include attributes of both. 

For example, the smaller or larger of either may be applied, or an ad valorem tax may be applied with a minimum 

tax value per unit (called a tax floor or specific tax floor). Other characteristics may be applied to these systems 

including thresholds (a benchmark below which no excise is levied, e.g. beer with less than 0.5 percent alcohol by 

volume (ABV) being exempted from an excise tax) or tiers (different tax rates applied to different tiers based on the 

value/price or product characteristics, e.g. sugar content). The advantages and disadvantages of combined systems 

are ultimately determined by how much they resemble specific and/or ad valorem taxes. Generally, there is a 

consensus that good practice favors specific taxes. However ad valorem taxes can play an important role in a well-

designed and implemented excise tax on products with unique characteristics or in countries with unique needs. 

Furthermore, it does not mean that specific taxes do not have disadvantages that requires mitigation. 

The preference for specific taxes is that they are more effective at targeting negative externalities and internalities 

and affecting behavior change. This is because externalities and internalities do not vary by the value of the 

product, for example a cheaper cigarette is not less harmful or addictive than a more expensive cigarette, rather 

the externalities and internalities are more closely correlated with the volume of consumption which a specific tax 

is levied on. Specific taxes are less susceptible to fraud and corruption. Further, specific taxes also result in lower 

levels of consumption (due to higher prices on cheaper brands since the tax does not vary by value) and larger 

declines in consumption in response to a tax increase (since relative tax price increases are higher on cheaper 

brands). This results in a lower variance in prices in the market and fewer incentives and opportunities to trade 

down to cheaper brands in response to a price increase (see Chaloupka et al., 2019) for the application of this to 

tobacco. Furthermore, taxes are more likely to be fully passed through and/or over shifted under specific taxes 

compared to ad valorem taxes where they are more likely to be under shifted. In undershifting, producers reduce 

their ex-factory prices (the tax base). This is a manipulation of the system and unique to ad valorem taxes. Under 

shifting occurs more under ad valorem tax systems since this reduces the tax liability of producers and is a tax 

avoidance mechanism but can also extend to tax evasion. 

Tax structures can also generate supply sided incentives for firms, to lower sugar or alcohol content, or to shift 

advertising to lower sugar or alcohol products by levying taxes on alcohol and sugar content, or using tiers and 

thresholds based on alcohol or sugar content. This highlights the importance of ensuring that health taxes target 

externalities and internalities rather than just overall consummation. However, the complexity in tax design, 

specifically on alcohol and SSBs where the alcohol or sugar content may be part of the tax structure or base 

increases the complexity of tax administration and may be beyond the capabilities of some countries, particularly 

those with low baseline capacities. Tax systems need to be designed to target externalities and internalities, but 

also to remain within the capabilities of country authorities. Simpler systems may be more effective at reducing 

externalities and internalities in countries with limited tax administration capacity.  

Generally, specific taxes are considered easier to administer since they require only the determination of the 

physical quantity of the product taxed (OECD, 2020) which can be verified relatively easily compared to values. 

Furthermore, specific taxes treat imported and domestic products equally whereas ad valorem taxes may levy the 

same tax rate but result in vastly different values of the excise between imported and domestic products. If 

imported products have significant cost or pricing advantages, this will result in much lower effective excise taxes 

on imported versus domestic products. 

Specific and ad valorem taxes have different effects on tax revenue generation. Generally, specific taxes provide a 

more stable and predictable revenue stream since the tax revenue is not impacted as significantly by industry 

pricing strategies. Furthermore, ad valorem taxes can easily be under shifted when taxes increases, undermining 

revenue impact. It must be noted that the revenue effects can vary substantially by products, and depend 
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significantly on the heterogeneity of products, price elasticity of demand, tax pass-through, and the availability and 

the extent to which substitutes are taxed.  

A notable weakness of specific taxes is that they need to be adjusted to maintain their value in retail terms. This is 

particularly important in the contemporary macroeconomic climate with higher global inflation. Ad valorem taxes 

create a natural hedge against inflation although it is still subject to firm behaviors. Many countries protect specific 

taxes against inflation by implementing automatic adjustment mechanisms. Laos applies different tax structures on 

tobacco, alcohol, and non-alcoholic beverages, which are explored against best practices below.  

3.2. Existing Practices in Tobacco Taxes 

Tobacco taxation in Laos has a mixed tax structure with a specific tax of kip 600 per pack of 20 cigarettes and an ad 

valorem rate of 72 percent of producer prices. Furthermore, a minimum price of 4,000 kip per pack is applied. Since 

the externalities and internalities of tobacco are directly related to the number of cigarettes consumed and does 

not significantly vary by the price or characteristics, is it appropriate to tax all cigarettes equally. As such, uniform 

specific taxes where the same specific tax is applied to all cigarettes, is the best practice. Ad valorem (and tiers) are 

not considered a good practice since this incorrectly implies that cheaper cigarettes have a smaller negative 

externality and internality compared to a more expensive cigarette. The appropriateness of mixed systems depends 

on the relative contribution of the specific and ad valorem components. Mixed systems that favour the specific 

component are a better practice than mixed systems that favour the ad valorem component and the larger the 

specific component, the better the practice.  

Unsurprisingly, WHO (2021a) recommends that countries implement uniform specific taxes or mixed systems 

where the specific component is larger than the ad valorem. WHO’s recommendation highlights the importance 

and even preference of the uniform specific component over the ad valorem component in achieving improved 

health outcomes. The ad valorem component provides flexibility to countries that seek to generate higher revenues 

at the cost of a larger tax administration burden. In countries with limited tax administration capacity a mixed 

system may generate additional complexity with limited benefit by having to administer two systems. Box 5 shows 

country case studies of different tax structures in practice from Vietnam (ad valorem tax) and South Africa (specific) 

to highlight these advantages and disadvantages. 

 

 

 

 

 

 

 

 

There is a clear global trend in countries following WHO recommendations in moving from ad valorem to specific 

taxes on tobacco. Figure 12 shows the tobacco tax structures in all countries reporting to WHO in 2008 and 2020. 

Of the 181 countries in 2020, 61 percent relied on either pure specific or mixed tax system favoring specific taxes, 

compared to 39 percent of countries opting for pure ad valorem systems or mixed systems favoring ad valorem. 

Furthermore, a plurality of countries chose specific tax systems and even among countries with mixed systems, a 

plurality had systems favoring the specific component. The number of countries that have pure ad valorem systems 

has fallen sharply, highlighting the importance of reform to ensure that Laos keeps up with good practices and 

trends in excise tax policy design. 

Figure 12: Tobacco tax structures in 2008 and 2020 

Source: WHO (2009; 2021) 
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Box 5: Case Studies of Tax Structures 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Ad valorem taxes in Vietnam 

Uniform specific tax in South Africa 

Figure 13: Tobacco excise taxes and price in 
Vietnam, 2006-16 

Figure 15: Tobacco excise taxes and tax revenue 
in South Africa, 1961-2020 

Figure 14: Cigarette taxes, prices and sales/
consumption (right scale) in South Africa, 1961-2020 

Source: Blecher and Le (2018) 

Source: Economics of Tobacco Control Project 
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3.3. Existing Practices in Alcohol Taxes 

Alcohol taxes are ad valorem in Laos, applied to the ex-factory price (i.e. early in the supply chain) for domestically 

produced goods and to the Cost, Insurance and Freight (CIF) value for imported goods. Beers are charged at either 

60 or 70 percent depending on alcohol content, while other alcoholic beverages are charged at 72, 90 or 110 

percent depending on alcohol content. For both beer and spirits, the higher the alcohol content, the higher the 

rate. Laos also has an issue of unrecorded alcohol: recorded is at 7 liters of pure alcohol per capita, and unrecorded 

at 3.4 liters of pure alcohol per capita (WHO 2018a). While this may not be a large issue for taxes, higher prices of 

recorded alcohol may include some levels of substitution (Rehm, 2022).   

Negative externalities and internalities due to alcohol use are more complicated and nuanced than for tobacco. For 

this same reason as tobacco, specific taxes are also preferred to ad valorem tax structures on alcohol. However, 

since the externalities and internalities are directly related to the consumption of ethanol, alcoholic beverages with 

a higher alcohol content should be taxed more than beverages with lower alcohol content. This is achieved by 

making the alcohol content the base for the tax. However, this may result in lower alcohol products becoming 

relatively cheaper compared to higher alcohol products, raising concerns that it may encourage increased youth 

drinking, including greater initiation and experimentation, may encourage binge drinking or increase access to 

alcohol by other vulnerable populations including those with alcohol use disorders. If externalities and internalities 

vary within the population and are higher amongst these groups, volumetric specific taxes (i.e. the volume of the 

beverage rather than the alcohol content used as the tax base) are more likely the optimal tax structure. In cases 

where cheap alcohol is a concern, volumetric specific taxes may also be preferable since they will ensure cheaper 

products become more expensive thereby discouraging experimentation and initiation by adolescents, reducing 

availability to vulnerable populations including heavy drinkers and reduce concentration of drinking. Once again, 

the Lao ad valorem tax structure is not in line with good practices or trends in other countries. These challenges are 

nearly identical to tobacco, resulting in lower prices, greater incentives for consumers to trade down to cheaper 

alcohol, incentives for firms to under shift tax increases and difficulties in tax administration. Specific taxes are 

preferable to ad valorem taxes and it is recommended that Laos reform its structure to a specific tax. 

Alcohol-content-based specific taxes also generate incentives for producers to reformulate products to lower 

alcohol content, bring new low-alcohol products to market, or shift advertising from higher- to lower-alcohol 

content products in order to reduce their tax liability. The use of alcohol content as the tax base generates 

significant complexities in excise tax administration and regulatory system given the need to evaluate and 

measuring alcohol content of a large number of heterogeneous products on an ongoing basis and may require a 

broad range of infrastructure including laboratories and skills including regulatory and labelling policies. Countries 

need to weigh up the relative effectiveness of the tax structure in reducing the health burden due to alcohol 

consumption given the patterns of alcohol use in their countries, but also consider the tax structure in the context 

of their excise tax administration and regulatory capacity. While alcohol content-based approaches may be the 

focus of future reforms, the Lao PDR may be advised to use a volumetric approach as an initial step. 

A further complication is the wide variety of alcohol products. Unlike with cigarettes, this likely results in varying 

externalities and internalities due to varying consumption patterns (e.g. alcopops and youth binge-drinking). This 

may justify taxing different alcohol products with varying tax structures and rates. There is no one-size-fits-all way 

of dealing with the heterogeneity of alcohol products, and almost every country takes a different approach accord-

ing to their unique market characteristics. Box 5 details the different approaches of South Africa and Thailand, high-

lighting the different uses of tax structure and base and shows how reforms should focus on specific taxes. An 

alternative and elegant solution is to exploit natural HS categories by clustering products, for example with similar 

alcohol content, thereby allowing several categories to have different tax rates that reflect their relative alcohol 

content. This allows some element of the magnitude of externality and internality to affect relative tax rates with-

out the administrative challenges of the alcohol-content-based specific tax. While this system does not generate 

within-category incentives, it does ensure that between-category variations in alcohol content are not ignored. 
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Box 6: Case Studies of Alcohol Tax Structures 

Table 1: Alcohol excises taxes in Thailand in 2021 

Thailand 

Product Type

Note: Price means the recommended retail price whereas the base for the ad valorem tax is the retail price excluding VAT; a standard drink 
contains 16 ml of ethanol. Source: Tawichsri (2019) 
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Table 2: Decomposition of taxes on two hypothetical whiskies in Thailand 

3.4. Existing Practices in SSB Taxes 

Non-alcoholic beverages are ad valorem applied to the ex-factory price (i.e. early in the supply chain) for domestic-

ally produced goods and the CIF value for imported goods. This is charged at 12 percent, with energy drinks a 

higher rate of 17 percent. The weakness of the ad valorem taxes in Laos is compounded by using a tax base early in 

the supply chain. This tax base is reliant on the reporting by manufacturers and importers to determine their tax 

liability. Tax avoidance and evasion involving this type of tax base is almost guaranteed (Ross et al., 2017). Using 

retail price as the tax base is preferable since retail prices can be verified independently by the authorities (Ross, 

2018; Ross et al., 2017). However, this is still an inferior policy option compared to higher specific taxes. 

The externalities and internalities from SSBs are directly related to the sugar content. Higher sugar content 

beverages are likely to result in higher externalities and internalities, and similarly to alcohol, this favours tax 

structures that levy a specific tax based on the grams of sugar rather than the volume of the beverage. Novel tax 

designs, including thresholds and/or tiers based on sugar content may target externalities and internalities even 

more directly. Most jurisdictions also apply excise taxes to diet drinks (e.g. Philadelphia) and a third globally tax 

bottled water, with a half of these in LICs (e.g. Ethiopia). Sometimes called non-alcoholic beverage taxes, these are 

often imposed to generate more tax revenue. However, it is also argued that this makes the tax less regressive 

because higher-income consumers consume more diet drinks or bottled water. While this may be true, they are 

only justified if they generate similar externalities and internalities to SSBs, which is implausible. The corollary is 

how some jurisdictions exclude some products from the tax (e.g. 100 percent fruit juice in South Africa). While this 

sugar is naturally occurring and not added, it is sugar nonetheless and causes the same harm and generates 

externalities and internalities (Wojcicki and Heyman, 2012; Gill and Sattar, 2014). The economic framework 

supports taxes on SSBs rather than a broader non-alcoholic beverage tax, including all sugary drinks in the tax. 

Furthermore, a tax on SSB rather than broader non-alcoholic beverage tax will also increase the health impact of 

the tax since it will result in larger relative price differentials between caloric and non-caloric beverages. However, 

SSB taxes will generate less excise tax revenue than a broader non-alcoholic beverage tax given that the tax will be 

applied on fewer products, however the lost tax revenue can be made up with a higher tax rate. 

Once again, the ad valorem tax structure presents challenges for Laos and is not in line with good practices or 

trends in other countries. These challenges are nearly identical to those for tobacco and alcohol, resulting in lower 

prices, greater incentives for consumers to trade down to cheaper non-alcoholic beverages, incentives for firms to 

under shift tax increases and difficulties in tax administration. Specific taxes are preferable to ad valorem taxes. 

A secondary consideration is the tax base of the specific tax, that is whether to apply the specific excise in a 

volumetric manner (i.e. based on liters of the beverage) or on the sugar-content (often called a nutrient-content tax 

since it is based on the grams of sugar per liter or similar measure). Given that the negative internalities are linked 

to the sugar content, it is argued that nutrient-content taxes are a better proxy of the negative internality than 

volumetric taxes. Furthermore, nutrient-content taxes will reduce the total volume of sugar consumed whereas 

volumetric taxes will reduce the total volume of taxed beverages. This will influence the effectiveness of the tax in 
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the health burden due to SSB consumption. Additionally, nutrient-content taxes also generate incentives for 

producers to reformulate products to lower sugar content, bring new no or low-calorie products to market, or shift 

advertising from higher- to lower-sugar products to reduce producers’ tax liability. As with alcohol, nutrient-

content taxes have a high tax administration and regulatory burden that requires mechanisms to measure and 

evaluate sugar content of a large number of heterogeneous products on an ongoing basis and may require a broad 

range of infrastructure such as laboratories, acquiring new skills and implementing new regulatory and labelling 

policies. While such approaches may be the focus of future reforms, Laos may be advised to use a volumetric 

approach as an initial step. At least 121 SSBs taxes are in place globally (World Bank 2023b). Box 7 highlights recent 

SSB taxes implemented in Hungary, Mexico, South Africa and the United Kingdom (UK), highlighting the significant 

variation and even experimentation in SSB tax design around the world.  

Box 7: Comparative Examples of SSB Tax Structures 

 

 

 

 

 

Figure 16: SSB tax rates per gram of sugar in Hungary, 
Mexico, South Africa and the United Kingdom 

Source: Global Tax Program, World Bank estimations 
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In the UK, evidence shows that manufacturers engaged 

in dramatic product reformulation to lower sugar 

content to reduce their tax liability (Scarborough et al., 

2020). Furthermore, the UK provided producers with a 

significant lead time (nearly two years) between 

announcement and implementation with the intention 

of giving firms time to develop and implement 

reformulation strategies before the implementation. 

Many producers began reformulating immediately, but 

Scarborough et al. (2020) show a significant clustering 

in this behavior at the time of implementation.  

These examples highlight the potential for innovative 

design and the high degree of specialization in the 

area, to the point that the expertise and experience 

may not be part of the typical focus of 

macroeconomists or health economists. Ensuring that 

tax systems and reforms are well designed requires 

analysis of the market and existing tax systems, understanding of capacity including tax administration, and a 

strong analytic understanding including specialized economic research. The more complex the tax structure, the 

more challenging tax administration becomes. Not all countries have the capacity and expertise to implement and 

administer complex systems.  

A practical challenge would come with a threshold or tiered system – the decision as to where to place the 

threshold or tier would require a substantial undertaking. 

 

4. Implementing Health Taxes 

4.1. Key Challenges 

The challenges involved in Implementing the health tax good practices presented in this technical note are 

summarized in this chapter, which includes a specific case of industry interference with tax policy in Laos. These 

challenges can be addressed by implementing evidence-based measures and by following FCTC recommendations. 

4.1.1. Political Economy  

One of the main arguments put forward against health taxes are that they have a disproportionate impact on low-

income consumers and increase poverty. The traditional view is that health taxes, like other consumption taxes, are 

regressive, because low-income groups spend a larger share of their income on them. However, this does not 

account for the behavioral impact of the tax increases. Lower-income groups are less inelastic than higher-income 

groups meaning that they will reduce consumption by more for the same price increase. Lower consumption will 

reduce their relative expenditure by more, but also reduce out-of-pocket medical spending and extended working 

lives by more. This has been demonstrated in a dozen World Bank country studies on the distributional impact of 

alcohol, tobacco, and SSB taxes (Fuchs 2020). In addition, the newly collected tax revenues can be directed toward 

low-income groups to correct for any adverse impact of higher taxes as has been done in Thailand, the Philippines, 

and tobacco taxes in Vietnam (WHO, 2015). 

Another argument used against health taxes is their potential to lower employment in the affected sectors, 

including agriculture, manufacturing, and retail sectors. This is an incorrect view of the dynamic nature of the 

economy. The shifting of consumption to other products and spending the newly generated tax revenues will 

create new jobs in other sectors of the economy. In addition, the shift from tobacco to other products is likely to be 

Table 3: Effective tax per litre on selected SSB brands 
in South Africa 

Source: Global Tax Program, World Bank estimates 
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gradual over time and the impacted sectors will not face a sudden drop in demand due to higher health taxes 

(World Bank 2023a). This will allow farmers to diversify into alternative crops and employees to find alternative 

jobs. In some countries, political economy opens the door for the government to assist farmers in this transition as 

in the Philippines (Kaiser et al., 2016). Studies on the overall impact of tobacco control on employment find no net 

effect or modest gains (NCI, 2016). A model simulation for Pakistan of raising the federal excise duty on cigarettes 

to 70 percent of the retail price found that declines in tobacco growing and cigarette manufacturing employment 

would be far outweighed by increased employment in other sectors (Sabir et al., 2021). Many studies suggest that 

higher health taxes will be job generating, not job cutting policies (Frieden and Blakeman, 2005; OECD, 2021b). 

Investigations of the alcohol sector confirm findings from similar studies of the tobacco industry and show that 

employment declines resulting from tax and price policies within the affected industries will be more than offset by 

the employment increases in the rest of economy (WHO, 2022; World Bank 2020c). 

4.1.2. Special Considerations- Industry License Agreement in Laos 

Tobacco control employs a distinctive model of governance based on minimizing industry engagement in policy and 

research — a norm codified in Article 5.3 of the WHO’s Framework Convention on Tobacco Control (FCTC). The 

FCTC remains the only treaty that requires actions to minimize industry interference (Hill et al., 2022). This 

approach can be adopted for other unhealthy commodities such as alcohol and SSBs to protect policy and research 

from industry interference, thus tackling the drivers of NCDs. Such approach will address economic and social 

inequities that underpin the harms of tobacco and other products subject to health taxes.  

A key challenge in implementing tobacco tax collection and tobacco control in Lao PDR is the Investment License 

Agreement. The government signed this in November 2001, five  years before signing the WHO-FCTC, to promote 

foreign investment in the country. The agreement resulted in the creation of a joint venture company, Lao Tobacco 

Limited (LTL), with the Lao government and Imperial Tobacco Group as major shareholders. The government 

receives dividends from Imperial Tobacco (BBC, 2022). The ILA hinders tobacco tax policy, limiting tax structures 

and tax increases, undermining revenue collection and funding for the Tobacco Control Fund.  

As written, the ILA grants a preferential tax treatment to the LTL (and is also provided to the second largest 

cigarette company, Lao-China Hongta Good Luck Tobacco (STOP, 2022). The ILA provides several preferential 

treatments and benefits. Most significantly, it sets fixed tiered tobacco excise tax rates for the 25-year period from 

2001 to 2026. The tax is 15 percent of production cost if the production cost is less than 1,500 kip per pack of 

cigarette 20 units, and 30 percent if production cost is either equal to or more than 1,500 kip per pack of cigarette 

20 units. For the past 24 years, LTL has declared its production cost lower than 1,500 kip per pack of 20 cigarettes, 

therefore always paying the lower tax rate (Lao News Agency, 2015). Furthermore, both these rates are already a 

considerable discount from the standard excise rate on cigarettes of 57 percent. 

The ILA poses a major challenge to compliance with tax laws and policies. Tobacco companies use this as leverage 

for non-compliance with several regulations. In January 2013 a Prime Minister’s decree established the TCF, to be 

financed by two percent of tobacco industry profits, and an additional specific tax of 200 kip per cigarette pack. 

Firms do not comply with this, citing the ILA. The 2015 tax law changed the tax rate to 30 percent of wholesale 

price in 2016-17, and increased it to 45 percent in 2017-18, and 50 percent in 2019-21 and to 57 percent from 2022 

onwards. Again, firms do not comply with these rates, citing the ILA. A 2019 Ministry of Finance regulation 

increased the specific tobacco tax from 500 to 600 kip per pack. Shortly afterwards, firms ceased paying the specific 

tax, again citing the ILA.  

Importantly, while the ILA is a significant challenge to implementing excise tax policy, it should be noted that even 

if the ILA was revised or revoked so that firms party to the ILA did not receive preferential tax treatment, it would 

only represent a marginal improvement of tobacco tax policies given very low tax rates and poor tax structure of 

tobacco taxes in Laos. For example, the 600 kip per pack specific tax ($0.04) amounts to a fraction of what the 

World Bank and WHO recommend in peer countries. For example, WHO recommends the implementation of a 
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specific tax of $0.22 per pack in Vietnam in addition to the existing ad valorem tax of 70 percent of ex-factory prices 

(WHO 2018b). In Cambodia, the World Bank recommends a specific tax of $0.71 per pack over a five-year period in 

addition to the existing ad valorem tax of 20 percent (levied similarly early in the supply chain). 

The ILA has clearly restricted the government’s ability to impose higher excise taxes on cigarettes and reform tax 

structures. Dramatic reform, including revocation or discontinuation of the ILA is necessary if the Lao PDR is to 

design and implement successful and optimal tobacco tax policies. However, reform or revocation of the ILA is not 

a policy goal in itself, and tobacco tax policy goals should be significantly more ambitious if they are to ensure 

better tax structure and dramatic increases in state income. 

4.2. Excise Administration 

Health taxes will not result in the desired health and fiscal impact if they are not properly administered. Therefore, 

strengthening excise administration and health tax reforms should be viewed as complementary activities. The 

expectations associated with health taxes must be aligned with the realities of the excise administration system 

otherwise both public and administrator trust, and confidence in these policy tools will be undermined, opening 

the door for industry pushback. Therefore, building the right expertise on how to administer taxes is critical, both to 

support regular administrative functioning and to curb unintended outcomes like tax evasion and avoidance (World 

Bank, 2019). In addition, strong and effective administration can support and inform policy decisions including tax 

increases without meaningful or significant elevation of risks of tax evasion.  

Health taxes are attractive from the administration perspective since they are collected early in the supply chain 

from a small number of taxpayers (manufacturers and/or importers). Excise administration becomes challenging 

where value chains are complex and/or where the product has many varieties or substitutes. Excise administrators 

must be aware of the industry incentives to exploit illicit trade to advocate against tax reforms, or how they may 

favor certain tax reforms that hurt competitors. This situation requires more careful and transparent engagement 

with these industries. 

Health taxes may require significant regulatory expertise, including interactions with systems that deal with 

standards setting, measurement and labelling. For example, excise administrators need to understand how to 

measure alcohol content, or how producers can manipulate alcohol types. 

Good practices in tobacco excise administration are set out in the FCTC Protocol to Eliminate Illicit Trade in Tobacco 

Products (WHO, 2013) that entered into force in 2018. Most relevant are practices related to the control of the 

supply chain including licensing, due diligence, tracking and tracing, record-keeping, sale by internet, free zones and 

international transit, duty free sales and other security and preventive measures. Additional measures include law 

enforcement including dissuasive sanctions, and international cooperation on technical, administrative, law 

enforcement and legal matters. Best practices in alcohol and SSBs markets are very similar as for tobacco.  

4.2.1. Tax Avoidance and Evasion 

Tobacco, alcohol and beverage companies and their allies, including front groups, often argue that revenue and 

health gains of health taxes are overstated because of increased illicit trade. The public health community, policy 

makers, and the general public, are mostly familiar with expressions “smuggling” or “illicit trade” when the issue of 

not paying all tobacco taxes is being discussed. However, the complexity of the phenomenon calls for use of more 

precise terminology. Being familiar with and using the proper terms when debating this issue will help to advance 

the discourse and to determine the correct approaches to measuring the scope of the problem (Ross, 2015). 

The term “illicit tobacco” trade is defined by the WHO FCTC (WHO, 2005) as a practice or a conduct prohibited by 

law which relates to production, shipment, receipt, possession, distribution, sale, or purchase of tobacco products, 

including any practice or conduct intended to facilitate such activity. Therefore, the term “illicit tobacco trade” 

covers all illegal activities related to the tobacco trade, not just the circumvention of tobacco taxes. Illicit trade can 

occur anywhere along the supply chain, from manufacturing, through distribution, to the retail stage. Diversion 
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from legal to illegal trade typically occurs before the point where taxes are assessed, particularly when diversion is 

motivated by tax evasion.  

Circumvention of taxes is classified as either tax avoidance (legal methods of circumventing taxes) or tax evasion 

(illegal methods for circumventing taxes). Tax avoidance includes legal activities and purchases in accordance with 

customs and tax regulations, most of which include the payment of some taxes, and are done mostly by individual 

product users (e.g. cross-border shopping, duty-free shopping, internet and mail/phone purchases), but companies 

also engage in it (e.g. changing some product features or its production process in order to reduce tax liability). Tax 

evasion consists of illegal activities intended to avoid paying some or all taxes. It includes smuggling products across 

borders, selling genuine products that were manufactured illegally, selling counterfeit products, illicit whites 

(brands manufactured legally but distributed to large extend via illegal supply channels for the purpose to evade 

taxes (Ross, 2015)), or selling or buying products via internet, phone, or mail without paying the appropriate taxes. 

Counterfeit products are manufactured without authorization of the rightful owners of the trademarked brand, 

with intent to deceive consumers and to avoid paying duty.  

In the alcohol market, the important term is “unrecorded alcohol”. WHO defines unrecorded alcohol as alcohol that 

is not recorded in the country where it is consumed. This includes home production, cross-border shopping, 

surrogate alcohol, illegal homemade and artisanal production, and illegal production and smuggling on a 

commercial (industrial) scale. Unrecorded alcohol can be legal or illegal. Examples of legal unrecorded alcohol are 

legal homemade/informally produced alcohol, alcohol intended for industrial or medical uses, legal alcohol 

obtained through cross‐border shopping (which is recorded in a different jurisdiction), and consumption of alcohol 

by tourists. In many cases, an illicit product can fall into more than one category. An example is an illicit homemade 

alcoholic beverage created from smuggled surrogate alcohol. Policy makers are interested in unrecorded alcohol 

because it can limit the effectiveness of tax as a public health measure and to undermine revenue generation.  

4.2.2. The Size of Tax Evasion, Tax Avoidance and Unrecorded Alcohol 

There are numerous methods to measure the scope of tax avoidance and tax evasion. These include surveys of 

product users, examination of packaging obtained from users, retailer, from trash, comparison of sales with 

consumption (Gap Analysis) and econometric modeling. However, there is not a single method that will produce a 

definitive estimate, because all have advantages and disadvantages. Since the weakness of a particular approach 

can be exacerbated by specific market conditions, it is important to use local specific knowledge and creativity 

when applying these methods. Given the complexity of tax avoidance and evasion and the methodological 

limitations, it is important to triangulate the estimates of using different methods. Many studies apply the same 

method over time to capture changes in tax avoidance/evasion rather than generating a single point estimate. For 

more detail, see Ross (2015) and WHO (2022). 

A 2009 study based on a sample of 84 countries found that 11.6 percent of the world’s cigarette market was illicit. 

A more recent study using data from 36 countries found a similar estimate: the illicit cigarettes market share was 

11.2 percent (Goodchild et al., 2020). Estimates of the size of the illicit alcohol market depend on the definition of 

illicit alcohol. Estimates focus primarily on unrecorded consumption, of which illicit market is just a subset. Since 

illicit product can fall into more than one category, there is a risk of overestimating the size of the illicit alcohol 

market. WHO reports that the global share of unrecorded consumption was 25.5 percent in 2016. This average 

estimate hides large regional differences as well as differences related to income. These estimates come with two 

major caveats: first, they are primarily based on expert opinions supplemented by survey data to allow for 

statistical modeling; second, it is not clear how much of the unrecorded consumption is illicit (WHO, 2022). 

The industry is motivated in exaggerating the extent of tax avoidance/evasion. Studies supported by the industry 

cannot be trusted due to lack of transparency and the use of potentially contaminated data (Ross and Blecher, 

2019).  
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4.2.3. Causes of Tax Evasion, Tax Avoidance and Unrecorded Alcohol 

Tax evasion, tax avoidance and unrecorded alcohol is motivated by numerous factors, both on the demand and 

supply side. On the demand side, customers choose how much of their income to allocate to different products 

based on relative monetary prices, perceived quality, ease, and costs of purchase, expected legal costs associated 

with purchasing illegal products, social norms, and other relevant variables. Customers treat low-tax products as 

(potentially imperfect) substitutes for full-tax products and consider their full price when determining quantity 

demanded. The full price consists of the amount of money the buyer pays to the seller in exchange for the product 

(i.e. monetary price), the costs of convenience of obtaining the product, and the risk associated with the 

transaction and consumption of the product. The non-monetary component of the full price represents transaction 

costs. For example, the point of sale can be a well-kept store near the place of residence (lower transaction costs) 

or a dark alley in an unsafe part of town (higher transaction costs). Those who purchase illegal cigarettes may face 

legal sanctions and uncertainty about the quality of the product.  

Given the higher transaction costs of illicit products, their monetary price needs be lower than legal products, 

unless the perceived quality of illicit products is higher or a particular brand is not supplied via legal channels. The 

degree of substitution between legal and illegal products also depends on availability of a particular brand, 

individual tastes, and incomes. The monetary price differences between legal and illicit goods can be observed in 

many markets. In some markets the price of illicit brands can be higher. For example, in Vietnam the price of a 

smuggled cigarette brand manufactured in the UK was higher than that of the locally produced version of the same 

brand, since the smuggled cigarettes were perceived as being of higher quality (Ross, 2015). 

The supply side is primarily driven by the possibility of making extra profit, but this is weighed against the size of 

the expected profit and the profit expected from other business activities, i.e. the opportunity cost. Factors determ-

ining the amount of profit include the size of the price gap between legal and illicit products (linked to the level of 

taxation and/or restriction on legal products), the costs of obtaining/manufacturing illegal products including the 

availability of ingredients and packaging materials, labor costs, and costs linked to the probability of being caught, 

prosecuted and punished, and the certainty and the severity of the punishment. These costs are a function of the 

strength of governance, the existence a of clear and transparent regulatory framework, the level of corruption, the 

strength of the rule of law, the degree of effective enforcement, the capacity of judiciary systems, the utilization of 

adequate sanctions, and the existence of informal distribution and organized crime networks (Ross, 2015). 

Overwhelming evidence, including from the industry’s own documents, shows that smuggling formed part of 

transnational tobacco companies’ business model. There is growing evidence indicating that these companies 

continue to be the key drivers of the contemporary global illicit tobacco trade (Gomis et al., 2021). Many studies 

concluded that the size of the illicit market is to large part controlled by the tobacco industry (Ross, 2015). This 

industry conduct undermines the effectiveness of tax increases (Ross and Blecher, 2019). 

4.2.4. How Does Tax Evasion/Avoidance Undermine Tax Policy? 

Illicit trade has a negative impact on public health, government revenue, profits of legitimate businesses, safety and 

security, and society at large by undermining the rule of law. Opponents of health taxes argue that higher taxes and 

prices result in increased illicit trade and tax avoidance. However, a review of country experience indicates that 

taxes and prices have a limited impact on the illicit market share for cigarettes (Little et al., 2021; Ross et al., 2019). 

Non-price factors such as governance status, weak regulatory framework, social acceptance of illicit trade, and the 

availability of informal trade networks appear to be far more important determinants (World Bank, 2019). 

Evidence suggests that the consumption of tobacco products is higher than it would be in the absence of tax 

avoidance/evasion. However, a tax increase lowers the consumption of tobacco products even in the presence of 

tax avoidance/evasion since the prices of both full-tax and low-tax cigarettes increase (Little et al., 2021). For this 

reason, tax avoidance/evasion may reduce, but does not eliminate the effectiveness of health tax increases in 

reducing product use. The presence of illicit products on the market is not even an obstacle in raising revenues. 
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Research demonstrates that even if a tax increase may lead to more tax avoidance/evasion it will also reduce 

overall consumption and increase tax revenues, since the observed reduction in full-tax products after a tax 

increase is only partially offset by substitution towards low-tax goods. Therefore, countries can safely increase 

taxes if they pay attention to enforcement and tax administration (World Bank, 2019).  

4.3. Improving Excise Administration  

4.3.1. The Importance of Data Collection  

Excise administration cannot trust the data provided by the industry given the conflict of interest. Data needs to be 

crosschecked against independently collected statistics. The most important data to collect are traded volumes 

(domestic market, export, and import), product prices, tax revenue, and data related to compliance (e.g., number 

of seizures). Data on the retailing landscape allows another important way to cross-verify the macro data from 

production and trade (Baker et al., 2021). 

Technology can improve the collection of information on traded goods. Digitalization allows tax and customs 

authorities to offer electronic tax filing, pre-populate tax returns, and verify customs and business activity. These 

could improve tax compliance and enforcement by reconciling payment differences, monitoring real-time revenue 

collection, performing audits, and using big data to assess taxpayer risks. They also reduce the time burden 

associated with administration. Data from a track and trace supply control system can support the investigative 

component of illicit product seizures, given that data held in the track-and-trace tag can be used to confirm 

characteristics such as the authenticity of the product, product description, manufacturer, first customer, and 

intended market of consumption. 

4.3.2. Solutions for Tax Evasion  

Tobacco and alcohol markets require particularly strong excise administration and control measures because the 

value of tax is relatively high resulting in higher risk. Furthermore, a significant proportion of the tax evasion occurs 

through organized crime channels rather than normal ways of indirect tax evasion requiring focused solutions. 

The FCTC Protocol to Eliminate Illicit Trade in Tobacco Products (WHO, 2013) describes solutions for tax evasion in 

tobacco market. Similar measures are applicable to the alcohol market. The core prevention principles of the 

Protocol are described in section 4.2 above, and includes excise stamp regimes and/or more sophisticated track 

and trace systems, as well as bonded warehouses for products that have not yet been taxed. Box 9 gives examples 

of countries dealing successfully with tax evasion. Technical assistance is often required to understand the 

attributes and characteristics of different trace and track systems, as well as their operating constraints to ensure 

that authorities are procuring and implementing cost effective systems best suited to their circumstances. In 

addition, effective enforcement penalties are needed to ensure compliance with these administrative controls 

(Petit and Nagy, 2016).  

Strengthening the general and specific excise-related capacities of both the Lao Tax and Customs Administration is 

required in parallel with the recommended significant increase of excise duty rates. This is necessary to achieve the 

revenue and heath policy impacts of such an increase. Reinforcing management capacities, in particular developing 

relevant anti-fraud policies and operational plans, as well as monitoring and evaluating their implementation are 

needed. Further, simple changes to data collection forms, such as requiring reporting on volumes, would go a long 

way to supporting monitoring and evaluation efforts. In the excise operational area, capacities in the collection and 

analysis, and the effective use of information should be strengthened. Also, developing the risk management 

systems, the IT capacities, and the training of staff focused on exercise-related administration is needed. The very 

limited results of enforcement (minimum additional revenues assessed and collected as a result of audits and the 

limited number of fraud cases detected, the small values and quantities of seizures following anti-smuggling 

activities) against the backdrop of low compliance and the relatively large size of the illicit market of excisable 

products requires improvements in the enforcement capabilities.  
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In any case, commitment, and political support to excise administration from government to enforce laws and 

regulations will critical going forward. This is particularly important in case of government owned enterprises. 

Box 9: Examples of Countries Addressing Tax Evasion 

4.3.3. Tax Revenue in the Presence of Tax Evasion/Avoidance 

Research demonstrates that tax avoidance/evasion may reduce, but do not eliminate, the effectiveness of tobacco 

tax increases in reducing tobacco use and raising revenues (Ross, 2015). For example, in Sweden cigarette tax 

increased by 43 percent between December 1996 and August 1997, while the share of illegal cigarettes 

consumption rose from 2.3 to 5.8 percent of total consumption between 1996 and 1998. However, the overall 

demand for cigarettes declined and smoking prevalence dropped by 19.1 and 4.4 percent among men and women, 

respectively. The largest decrease was among youth and young adults (16–24 years old), whose prevalence fell by 

25 and 17.4 percent among males and females, respectively. Additionally, tobacco tax revenue rose by 9 percent in 

1997 compared to 1996 (Ross, 2015). Similarly, a significant 1999 cigarette tax increase in California that resulted in 

large price differences with all its bordering states and countries motivated only 5 percent of smokers to purchase 

tax-free cigarettes, demonstrating that a cigarette tax increase can achieve the public health objective of reducing 

smoking despite the presence of tax avoidance/evasion (Ross, 2015). 

An increase in health taxes does not automatically lead to an increase in tax evasion (Ross et al., 2019) or 

unrecorded consumption (Rehm et al., 2022). Since illicit tobacco and unrecorded alcohol are usually cheaper than 

legal/registered ones, a standard argument against raising health taxes is the increase in illegal/unrecorded 

consumption, particularly in countries with weak tax administration capacity. In practice however, the amount of 

illegal/unrecorded consumption does not only depend on the taxes that are levied but also on other factors 

including the price and availability of illegal/unrecorded products, how they are perceived by the population and 

the policy measures taken to reduce illegal/unrecorded consumption.  

Empirical evidence showed that the illicit cigarette market declined after the 2017 tax increase in Mongolia (Ross et 

al., 2019). Similarly, recent increases in alcohol taxes in Kenya did not lead to substantial increases in either 

unrecorded consumption or decreases in government revenue (Rehm et al., 2022). On the other hand, Finland 

decreased alcohol taxes by 33 percent in 2004 to reduce the tax differential and prevent cross-border shopping 

after Estonia joined the European Union. Yet, unrecorded consumption in the country increased (WHO, 2017d).  

Georgia 

United Kingdom 
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4.4. Interface between Tax Policy and Excise Administration 

4.4.1. The Role of Tax Structures in Excise Administration  

The more complex the tax structure, the more challenging excise administration becomes. Tax systems need to be 

designed to target externalities and internalities, motivating complex tax designs, specifically on alcohol and SSBs 

where the alcohol or sugar content may be part of the tax structure or tax base. Simpler tax designs (e.g. 

volumetric taxes) may be more effective when tax administration capability is limited or lacking. 

The ad valorem tax structure in Laos makes excise administration more difficult because it requires an assessment 

of the value of goods. This assessment must happen early in the supply chain because the tax base is wholesale 

price, ex-factory price or CIF. This makes it even more challenging, because the tax administrator must rely on 

manufacturers and importers who have low compliance around the tax liability. Tax avoidance/evasion in this type 

of tax system is almost guaranteed (Ross et al., 2017). Using retail price as the tax base is preferable since retail 

prices can be verified independently by the authorities (Ross, 2018; Ross et al., 2017). However, this is still an 

inferior policy option compared to using high uniform specific tax. 

4.4.2. Product Specific Challenges; Intended versus Unintended Substitution 

When there are close substitutes to the excisable products demand can be very sensitive to price. For example, 

higher prices for cigarettes may lead consumers to trade down to cheaper tobacco products such as roll-your-own 

cigarettes. In this case, the improvement in health outcomes and the tax revenue would be less than expected. 

These situations can be avoided through careful tax design such as equalizing tax rates on close substitutes (Lane, 

2022). In Tonga, for example, the differential tax imposed on imported and domestic SSBs resulted in substitution 

towards the lower-taxed domestic products. Surveys showed that only a minority of consumers changed 

consumption patterns (World Bank, 2020b). New Zealand increased tax on the ready-to-drink (RTD) alcohol in 2008. 

The policy reduced RTD consumption by 35 percent, but increased the consumption of spirits by 18 percent, and 

the consumption of beer by 5 percent. However, the total consumption of taxed alcoholic beverages declined by 

0.5 percent (New Zealand Law Commission, 2010). 

4.4.3. Tax Avoidance and Tax Reforms 

Manufacturers and importers of products subject to health taxes employ several strategies to negate or minimize 

the full effects of health tax increases, including frontloading, changing product attributes or production processes, 

lowering prices, over- or under-shifting taxes, timing of price increases, and engaging in price discrimination and/or 

price promotions.  

Frontloading, also called forestalling or stockpiling, occurs when firms oversupply products to the market before tax 

increase. This temporarily increases production, removals from warehouses to distribution, and official sales, since 

sales are recorded when companies pay excise/sales taxes, not when a product is purchased by a customer. 

Companies engage in this practice to pre-pay the lower tax rate before the new higher tax rate comes into effect. 

They may even advise their customers to do the same by stocking up before taxes/prices increase. When the tax 

increases, retailers then have available stock of lower taxed products for sale that can be sold for the old price, or 

for the higher price — thereby increasing margins. Either way, firms try to avoid paying the difference between the 

old and new tax rates on some products that are still in distribution after the new tax rate is in effect. The longer in 

advance a tax increase is known, the more time the supply chain has to oversupply the market. However, 

oversupply is limited by shelf life. 

Since it takes the market time to absorb the oversupply, production, removals from warehouses, and official sales 

decline during the period immediately following the tax increase. This is often exploited by firms who argue that 

the decline is a result of an influx of illicit products whereas it is a function of supply chain strategy. However, once 

the oversupply of products is absorbed, usually within a few months, official sales and tax revenue will increase to 

the new market equilibrium level, reflecting consumers’ responses to higher prices after the tax increase (Ross et 
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al., 2017). Figure 17 shows that the volume of cigarette removals from warehouses in the Philippines increases in 

anticipation of tax increases and decreases immediately after the tax change as the industry waits for the lower-

taxed cigarettes to be sold. Government records showed inflated tax revenue before the tax increases followed by 

a drop afterward. The front-loading was addressed during 2014 resulting in less revenue fluctuation in 2015. 

 

 

 

 

 

 

 

 

 

 

 

Many of these responses to health tax increases are predictable since they are used systematically across countries. 

Governments can and should adopt appropriate measures to eliminate or reduce tobacco industry manipulation. 

They can, for example, ban sales of products with old tax stamps, or limit the quantity of products released to the 

market in the months prior to a tax increase, using past trends in cigarette demand to forecast the market capacity. 

This requires systematic data collection to monitor industry behavior. Data monitoring before and after a tax 

increase is needed to develop messaging related to frontloading. Additionally, it can be useful to monitor industry 

messaging before and after a tax increase, changes in illicit cigarette trade, and changes in consumer behavior. 

A tax increase can be either fully passed through to retail prices, or it can be over- or under-shifted. Over-shifting a 

tax increase raises retail prices more than the tax increase. Higher profit margins compensate the industry for 

reduced sales due to higher tax while the government can be blamed for the full price increase. Over-shifting can 

occur selectively, e.g. on higher priced brands, since the demand for them is usually less price sensitive. Over-

shifting at all price levels has a positive impact on public health since it suppresses demand but results in less than 

predicted tax revenue. In South Africa, for example, inflation-adjusted tax increased by 377 percent from 1994 to 

2010. During that time the industry increased its net-of-tax price by 173 percent. It increased both tax revenue and 

the industry’s profitability despite lower sales. This industry behavior indicates that the market can absorb higher 

prices, and therefore higher taxes (Ross et al., 2017). 

Under-shifting reduces the public health impact of tax increases due to a smaller than expected reduction in 

demand but increases the tax revenue above the expectation due to larger than expected sales. Ad valorem taxes 

are more likely permanently under-shifted (see the example of Vietnam in Box 4) as the supply chain seeks to lower 

their tax liability by reducing the tax base. Sometimes under-shifting of tax increases can be temporary attempt to 

preserve sales as the industry absorbs a part of the tax increase, usually on low price brands, to retain price-

sensitive consumers. From January 2007 to January 2008, the inflation-adjusted cigarette excise tax in Ukraine rose 

by 6 percent, yet real cigarette prices fell by 11 percent as the industry absorbed the small tax increase to keep 

prices and the demand stable. After more significant tax increases in 2009, the tobacco industry began to over-shift 

increasing its own price exclusive of tax by 39 percent from January 2009 to December 2010 (Ross et al., 2017). 

Using a specific tax or setting a minimum tax floor can limit the industry’s under-shifting since it guarantees that a 

product cannot not be sold for less than these values and will enhance the effectiveness of tax as public health tool. 

Figure 17: Volume of cigarette removals in the 
Philippines (domestic production) 

Source: Ross et al. (2017) 
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5. Reform Options for the Lao PDR 

Evidence based health tax policy is the most effective and efficient tool to reduce negative impacts of consuming 

unhealthy products that generate negative externalities and internalities. However, the current tax structures and 

tax rates in Lao PDR are inadequate to perform this function. Further, the ILA creates a significant barrier to 

effective tax collection and should end as soon as possible.  

Health-oriented excise tax reforms should focus on reforming the tax structure, increasing tax rates and 

improvements in tax administration. While the tax structure on cigarettes already includes a specific component, 

this component is ignored by most of the tobacco industry, claiming an exemption. Removing this exemption would 

be a critical step in health tax reforms.  

Tax structure reforms on alcohol and non-alcoholic beverages are also advised, with specific taxes replacing the ad 

valorem tax. Tax tiers should be removed and reformed to ensure alcoholic products of similar strength are taxed 

more equally. Furthermore, government should consider which non-alcoholic beverages are subject to excise taxes 

and ensure that healthy beverages like unsweetened water are not subject to excise. This will essentially reform 

the non-alcoholic beverage tax into a SSB tax and a true health tax. Alongside the reforms in tax structures, raising 

tax rates, notably the specific tax component, will result in increases in tax revenues and improvements in health. 

Tax administration needs improvements to better control the supply of products with health-related externalities 

and internalities. This can be achieved by accelerating digital transformation/automation, for example by 

introducing a track and trace system.  

Less complex reforms, such as improving reporting forms to collect data on volumes, will also support strengthened 

monitoring. Given identified data gaps in terms of market size, prevalence, price dispersion, price/income 

elasticities, it is imperative that the government conduct a review of data it collects and develop a data collection 

plan so that the important market parameters can be captured, analyzed, and fed into evidence-based policy 

reforms.  

In the long run, tax rates need to increase significantly and regularly to reduce the affordability of tobacco, alcohol 

and SSBs and to effectively control the public health impact of tobacco/SSBs use, and alcohol abuse. Combined with 

reforms to the tax structure, they may also generate additional tax revenue. The post pandemic effort to revive the 

economy is a good opportunity to do so.  
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