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ABSTRACT

This report on tobacco taxation in the Republic of Moldova gives an overview of tobacco taxation
policy in the country for the period 2007-2016, estimates the impact of tobacco taxation policy
on the country's tobacco consumption and excise revenues, and proposes options for tobacco
taxation policies. Over the period 2007-2016, three main stages of tobacco excise policy can be
identified in the Republic of Moldova: (i) from 2007 to 2009 excise rates were very low and hardly
increased at all; (i) from 2010 to July 2013 all excise rates increased sharply (the specific rates in-
creased more than fourfold and the ad valorem rates increased 10-fold); and (iii) from the second
half of 2013 until 2016 specific rates for filter cigarettes increased 10-fold, while the ad valorem
rate decreased by more than half.

The Republic of Moldova had a very beneficial experience with tobacco excise policy in 2010-2013.
As a result the country has registered an eightfold revenue increase in four years; substantial de-
cline in cigarette smuggling out of the country; and reduction of tobacco affordability and tobacco
consumption. However, when the country changed its excise policy (July 2013) and adopted only
very moderate excise increases (2014-2015), there was almost no revenue growth, while cigarette
smuggling and tobacco affordability ceased to decline. If the Republic of Moldova maintains an
excise policy of such minimal increases, the real (inflation-adjusted) excise revenue can only grow
if tobacco consumption increases within the country. The Republic of Moldova could revive the
aforementioned beneficial excise policy, which was in effect during 2010-2013. Such a policy can
provide both the desired revenue increase and the required tobacco consumption decline, if it
follows both the WHO Framework Convention on Tobacco Control guidelines and the provisions
of European Union Directive EU 2011/64.
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INTRODUCTION

In 2005, in response to the globalization of the tobacco epidemic, the WHO Framework Convention
on Tobacco Control (FCTC) was endorsed. Article 6 of the FCTC, entitled “Price and tax measures
to reduce the demand for tobacco”, presents the Parties’ recognition that price and tax measures
are an effective and important means of reducing tobacco consumption in various segments of
the population, in particular in young people. Each party to the FCTC should implement taxation
and price policies on tobacco products in order to contribute to the health objectives aimed at
reducing tobacco consumption. In 2014 the FCTC Conference of the Parties adopted the Guide-
lines for implementation of Article 6 of the WHO FCTC (7).

The Republic of Moldova joined the FCTCin 2009 and has committed to the implementation of the
cross-sectoral measures outlined in the Convention to protect people from tobacco use.

The aims of this paper are: (a) to estimate the impact of tobacco taxation policy in the Republic
of Moldova in 2007-2015 on the country's tobacco consumption and excise revenues; and (b) to
propose options for tobacco taxation policies in 2017-2025, in terms of increasing their impact on
tobacco consumption and revenues.

Data sources

Data on tobacco excise revenues were taken from Ministry of Finance reports. Data on cigarette
production, import and export for 2002-2010 were taken from a 2011 WHO Regional Office for
Europe health policy paper on tobacco control strategies in the Republic of Moldova (2). Data on
cigarette production, prices, income and other indices were taken from the National Bureau of
Statistics, and data on maximum retail prices (MRPs) were taken from the announcements pub-
lished in the official newspaper Monitorul Official (3).

Tobacco taxation policy in the REPUBLIC OF MOLDOVA



RESULTS

Tobacco tax changes in the Republic of Moldova in 2008-2016

The vast majority of smokers (99%) in the Republic of Moldova smoke manufactured cigarettes (4);
therefore, only cigarette tax is discussed here.

According to Article 123-1 of the Tax Code, since 1 January 2008 the excise tax for filter cigarettes
has been defined as comprising two components: a specific tax (set as a monetary value per 1000
cigarettes) and an ad valorem excise value (set as percentage of the MRP). The MRP is set by cig-
arette producers and importers, and retail sellers can be punished if they sell cigarettes at prices
that exceed the MRP (reinforced by Article 262-1 of the Tax Code). However, a specific tax only is
applied to the sale of non-filter cigarettes. Applied or proposed excise rates for cigarettes over a
9-year period are presented in Table 1.

Effective since | Law Filter cigarettes Non-filter TABLE 1.
cigarettes .

Specific Ad valor- | Minimum Specific tax, Excise tax
tax, Mol- | em excise | excise, MDL | MDL per rates for
dovan lei | (% of per 1000 1000 ciga- . .
(MDL) per | MRP) cigarettes* | rettes cigarettes in
1000 ciga- .
rettes the Republic

2007 - 6.5 30 8.5 - of Moldova,

1January 2008 N 177-XVI of 20 July 2007 6.0 3.0 Notapplied | 4.4 2007/2008-

13 January 2009 N 296-XVI of 25 December 2008 | 6.6 3.0 Not applied 4.8 2016

1 January 2010 N 108-XVIll of 17 December 2009 | 6.6 12.0 Not applied 7.0

4 April 2011 N 48 of 26 March 2011 10.0 18.0 Not applied 10.5

13January2012 | N 267 of 23 December 2011 | 20.0 24.0 Not applied | 20.0 UTEZ ALLNOS

; own compilation
1 January 2013 N 178 of 11 July 2012 30.0 30.0 Not applied 30.0 .
‘ based on analysis

12 July 2013 N 172 of 12 July 2013 45.0 240 Not applied 30.0 of the relevant

1 January 2014 N 324 of 23 December 2013 75.0 240 Not applied 50.0 legislative acts.

2015 Proposal 80.0 32.0 Not applied 80.0

1 May 2015 N 71 of 12 April 2015 200.0 18.0 Not applied 50.0

1July 2016 N 138 of 17 June 2016 300.0 12.0 400.0 60.0

* Minimum specific tax floor is applied if the sum of the specific and ad valorem tax is lower
than the minimum floor.

There were three main stages to the tobacco excise policy.
1. 2007-2009: excise rates were very low and hardly increased at all.

2. 2010-July 2013: all excise rates increased sharply. In three years, the specific rates in-
creased more than fourfold and the ad valorem rates increased 10-fold (from 3% to 30%).

3. July 2013-2016: specific rates for filter cigarettes increased 10-fold (from MDL 30 to
MDL 300 per 1000 cigarettes), while the ad valorem rate decreased by more than half
(from 30% to 12%).

In 2007, a minimum specific tax floor was used (MDL 8.5 per 1000 cigarettes), then it was can-
celled, but from July 2016 it was set again as MDL 400 per 1000 cigarettes (a 47-fold increase over
nine years).
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The Guidelines for implementation of Article 6 of the WHO FCTC recommend as follows (7): “Parties
should consider implementing specific or mixed excise systems with a minimum specific tax floor,
as these systems have considerable advantages over purely ad valorem systems’”.

European Union (EU) countries use mixed excise systems and, over recent years, some (Denmark,
Ireland, Romania, Slovenia, Sweden and others) have increased specific excise rates and decreased
ad valorem rates. In all those countries, the excise yield for average-priced cigarettes increased.
However, this was not the case in the Republic of Moldova in July 2013, when the increase in the
specific rate was too small (see Table 1) to compensate for the decrease in the ad valorem rate,
and for cigarettes priced at over MDL 5 per pack the excise per pack actually dropped (see Fig. 1).

14.
° FIG. 1.
=4=2013 (up to July) . .
12,0 - 013 (from July "% Excise per pack of cigarettes
=ie=2014 c c .
—>=2015 (proposal) at various prices, with
10.0 0 om-Viay il .
2 e A v applied or proposed tax
s rates, 2013-2016
% 8.0 -
2
:)'; 6.0 Source: author's own calculations.
g
4.0 2
2.0
0.0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1

5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35
Price per pack of 20 cigarettes, MDL

In 2014, only the specific rate was increased, and only very slightly (by MDL 0.6 per pack). On 25
March 2014 the Constitutional Court of Moldova issued an order (5) stating that the excise tax in-
crease on filter cigarettes introduced in January 2014 was adopted in the Moldovan Parliament in
contravention of the rules of the Constitution, and returned the previous rates. For a short period,
these lower excise rates were in place for filter cigarettes, but the Parliament (re-)adopted the
same rates again on 24 April 2014.

Later the Government of the Republic of Moldova proposed for the first time an increase in both
the specific and ad valorem rates, to enter into force in 2015 (6) (see Table 1). The proposed rate
would increase the excise burden for cheap cigarettes by MDL 0.5 per pack, while for expensive
brands the increase could exceed MDL 2 per pack (see Fig. 1). The transnational tobacco compa-
nies, which sell mostly expensive cigarettes, tried to prevent the increase and arranged so-called
price wars. As a result, in early 2015 the prices for most international brands were decreased by
up to MDL 7 per pack (7). As the ad valorem rate was already rather high, these price wars resulted
in a loss of government revenue. The Government thus reached an agreement with the tobacco
companies (8) and new rates were introduced on 1 May 2015 (see Table 1).

The specific rate was significantly increased, but the ad valorem rate was decreased. The new law
has actually increased the excise burden for all filter cigarettes; for expensive cigarettes the excise
increased by MDL 1, while for cheap cigarettes it increased by MDL 2. Compared with the initial
government proposals, the new tax rates are higher for cheap cigarettes, but lower for cigarettes
priced higher than MDL 17 per pack (see Fig. 1).
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In March 2016 the Government proposed to increase the specific excise rate from MDL 200 to
MDL 220 per 1000 filter cigarettes, while decreasing the ad valorem rate from 18% to 17%. Howev-
er, the Moldovan Parliament adopted different rates in June 2016: the specific rate was increased
by 50% (to MDL 300 per 1000 filter cigarettes), while the ad valorem excise was decreased by six
percentage points (from 18% to 12%). In addition, a new minimum specific excise tax (MDL 400)
was introduced. The minimum specific excise tax is paid when the sum of the specific excise plus
the ad valorem excise is lower than the minimum excise. This means that since July 2016 all cig-
arettes with prices below MDL 16.5 per pack will be taxed at the same excise rate of MDL 8 per
pack (see Fig. 1). For the cheapest filter cigarettes (MDL 7 per pack), the excise burden increased
by almost MDL 3 per pack, while for the most expensive cigarettes (MDL 35 per pack) the excise
burden decreased. For average-priced filter cigarettes (MDL 14 per pack) the excise increased by
MDL 1.5 per pack (23%).

The excise rate for non-filter cigarettes was increased by only MDL 0.2 per pack (20%). Since July 2016
this excise rate has been more than sixfold lower than the rate for the cheapest filter cigarettes.

Share of excise tax in the cigarette retail price

The share of excise tax in the retail price in 2009 was about 8% for cheap cigarettes and about 4%
for the more expensive cigarettes. After the excise increases in 2011-2015, the share gradually in-
creased to about 60% for cheap filter cigarettes and about 35% for the more expensive cigarettes
(see Table 2).

Excise tax Non-tax part Excise share

Price | Specific | Advalorem | Total | VAT | of the price (%)
Marlboro
2016, June 25.00 | 4.00 4.50 8.50 | 4.17 12.33 34.0
2015, September | 22.00 | 4.00 3.96 7.96 | 3.67 10.37 36.2
2015, February 16.00 | 1.50 3.84 5.34 | 2.67 7.99 33.4
2014, October 23.00 | 1.50 5.52 7.02 | 3.83 12.15 30.5
2013, from July 22.00 | 0.90 5.28 6.18 | 3.67 12.15 28.1
2013 22.00 | 0.60 6.60 7.20 | 3.67 11.13 32.7
2012 19.00 | 0.40 4.56 496 | 3.17 10.87 26.1
2011 17.00 | 0.20 3.06 3.26 | 2.83 10.91 19.2
2010 16.00 | 0.13 1.92 2.05 | 2.67 11.28 12.8
2009 14.00 | 0.13 0.42 0.55 | 2.33 11.11 3.9
Winston
2016, June 22.00 | 4.00 4.50 8.50 | 4.17 12.33 34.0
2015, September | 20.00 | 4.00 3.96 7.96 | 3.67 10.37 36.2
2015, February 14.00 | 1.50 3.36 4.86 | 2.33 6.81 34.7
2014, August 18.00 | 1.50 4.32 5.82 | 3.00 9.18 32.3
2013, from July 14.00 | 0.90 3.36 4.26 | 2.33 7.41 30.4
2013 13.00 | 0.60 3.90 450 | 2.17 6.33 34.6
2012 11.00 | 0.40 2.64 3.04 | 1.83 6.13 27.6
2011 10.00 | 0.20 1.8 2.00 | 1.67 6.33 20.0
2010 9.00 0.13 1.08 1.21 | 1.50 6.29 13.5
2009 7.50 0.13 0.22 0.35 | 1.25 5.89 4.8

TABLE 2.

Prices and
taxes for
cigarettes in
the Republic
of Moldova

in 2009-2016,
MDL per pack
of 20 ciga-
rettes
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Table 2 cont.

Monte Carlo

2016, June 16.00 | 4.00 2.88 6.88 | 2.67 6.45 43.0
2015, September | 15.00 | 4.00 2.70 6.70 | 2.50 5.80 44.7
2014, December | 13.00 | 1.50 3.12 462 | 2.17 6.21 35.5
2014, August 14.00 | 1.50 3.36 4.86 | 2.33 6.81 34.7
2013, from July 11.00 | 0.90 2.64 3.54 | 1.83 5.63 32.2
2013 11.00 | 0.60 3.30 3.90 | 1.83 5.27 35.5
2012 9.00 0.40 2.16 2.56 | 1.50 4.94 28.4
2011 7.50 0.20 1.35 1.55 | 1.25 4.70 20.7
2010 6.50 0.13 0.78 0.91 | 1.08 4.50 14.0
2009 5.50 0.13 0.16 0.29 | 0.92 4.29 5.4

Doina - soft pack

2015, June 10.50 | 4.00 1.89 5.89 | 1.75 2.86 56.1
2015, January 8.25 1.50 1.98 3.48 | 1.38 3.40 42.2
2014 6.50 1.50 1.56 3.06 | 1.08 2.36 471
2013, from July 5.00 0.90 1.20 210 | 0.83 2.07 42.0
2013 5.00 0.60 1.50 2.10 | 0.83 2.07 42.0
2012 4.00 0.40 0.96 1.36 | 0.67 1.97 34.0
2011 3.50 0.20 0.63 0.83 | 0.58 2.09 23.7
2010 3.00 0.13 0.36 0.49 | 0.50 2.01 16.4
2009 2.50 0.13 0.07 0.20 | 0.42 1.88 8.3

Astru (non-filter)

2015 4.00 1.00 0 1.00 | 0.67 2.33 25.0
2014 3.50 1.00 0 1.00 | 0.58 1.92 28.6
2013 3.00 0.60 0 0.60 | 0.50 1.90 20.0
2012 2.50 0.40 0 0.40 | 0.42 1.68 16.0
2011 2.00 0.21 0 0.21 | 0.33 1.46 10.5
2010 1.75 0.14 0 0.14 | 0.29 1.32 8.0

2009 1.40 0.09 0 0.09 | 0.23 1.07 6.9

The excise share of the cigarette price depends upon not only the tax rate, but also the tobacco
industry price policy. In early 2015 the tobacco industry decreased prices for such brands as Marl-
boro and Winston; and the excise share increased, while the excise rates did not change.

According to Article 123-1 of the Tax Code, filter cigarette producers and importers have to set
the MRPs of their cigarettes and it is prohibited to sell cigarettes priced higher than the MRP. The
MRP is used to calculate the ad valorem excise tax, but this system allows the tobacco industry to
keep prices low and to arrange price wars, such as those which took place in Republic of Moldova
between December 2014 and February 2015: the industry decreased the prices of expensive ciga-
rette brands by MDL 3-7 per pack and the excise share increased by 2-3% without any increase in
the excise rate (see Table 2), while excise revenue in the first quarter of 2015 decreased (see Table
3). In the first half of 2016, the excise rate was not increased, but the industry increased cigarette
prices for some brands, so the share of excise in their price dropped.

If, later in 2016 (when the new excise rates applied), the industry had increased prices in the Re-
public of Moldova, for example twofold, this would have meant that the tax share from a cigarette
pack priced at MDL 14 per pack (in June 2016) would have decreased from 47% to 39%, despite
the increase in the excise rate. In spite of the drop in tax share, such a price change would be ben-
eficial for public health, increasing the price from MDL 14 to MDL 22 (57%), reducing affordability
and leading to a subsequent decline in tobacco consumption.

Note. MRPs for filter cigarette
brands in 2014-2016.

Sources: cigarette prices in
2009-2013 were taken from

an unpublished report by the
National Bureau of Statistics on
average prices for the respec-
tive brands; MRPs for brands
of filter cigarettes in 2014-2016
were taken from various issues
of Monotorul Oficial (3).
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Jan |Feb |Mar |Apr [May |Jun |Jul |Aug |[Sep |Oct |Nov |Dec | Total TABLE 3.
2013 17| 37| 86| 88| 90| 104| 91| 105| 77| 87| 123| 175| 1080 Tobacco
2014 16| 25| 58| 53| 90| 123| 93| 121| 94| 85| 95| 120 974
2015 29| 88| 78| 171| 39| 95| 210| 167 | 98| 118| 125| 148 | 1366

excise
revenues
(million
MDL) in the
Tobacco prices and affordability in the Republic of Moldova Republic of
Moldova,
2013-2015

The Guidelines for implementation of Article 6 of the WHO FCTC state that “tax rates should be mon-
itored, increased or adjusted on a regular basis, potentially annually, taking into account inflation
and income growth developments in order to reduce consumption of tobacco products” (7).

Tax rates in Moldova are adjusted annually, but the impact of these adjustments on tobacco con-
sumption depends on the inflation and income growth.

Since 2009, tobacco prices have been increasing faster than inflation (see Fig. 2), until 2015, when
the price growth for tobacco products was below inflation. The changes in average tobacco prices
are determined not only by the tobacco excise rates, but also by the price policies of cigarette
producers and changes in the cigarette market (cheap domestic cigarettes are being gradually
replaced by more expensive imported cigarettes, so the average price is increasing).

During 2001-2008, real (inflation-adjusted) cigarette prices decreased, which is understood to
potentially encourage smoking. Only later, in 2010 and 2012, was the tobacco price increase sub-
stantially above inflation, which could reduce consumption of tobacco products. However, such a
reduction is only possible if tobacco products become less affordable.

The Guidelines for implementation of Article 6 of the WHO FCTC (1) state that “without price increases
above the growth in income, tobacco products will inevitably become more affordable over time.
This increase in affordability will generally result in growing consumption.” They recommend,
“when establishing or increasing their national levels of taxation Parties should take into account
- among other things - ... changes in household income, to make tobacco products less affordable
over time in order to reduce consumption and prevalence”. In this context, affordability means the
price relative to per-capita income.

For this analysis, the modified Tobacco Affordability Index (TAI) (9) is used to estimate the changes
in tobacco affordability in 2007-2015. TAl is calculated as the disposable income per-capita annual
change divided by the tobacco price increase (consumer price index (CPI) for tobacco) minus 1 and
multiplied by 100.

TAl = (Income increase / CPI for tobacco - 1) x 100

If the TAI has negative values, it means that tobacco became less affordable, and tobacco con-
sumption is expected to decrease. Calculations of the TAl in Moldova are presented in Table 4.

PAGE 11 Tobacco taxation policy in the REPUBLIC OF MOLDOVA
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2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Year

2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 TABLE 4.
CPI for tobacco 110.1 | 105.7 | 103.3 | 108.6 | 122.9|108.4 | 118.6 | 107.6 | 113.6 | 111.5

Tobacco
products o
Monthly affordablllt.y in
disposable the Republic of
income average, -
MDL per capita | 840 | 1019|1189 | 1166|1273 | 1445|1509 | 168117661957 2’:):':“"'2006

Annual income
change

TAI 341 | 148 | 130 | -9.7 |-11.2| 47 |-119| 36 | -7.6 | -0.6

147.7 (1213 | 116.7 | 98.1 | 109.2 | 113.5|104.4|111.4|105.0 | 110.8

Source: author's own
calculations.

While tobacco products became less affordable in Moldova in 2009, 2010, 2012 and 2014, they
became more affordable in other years. Some reduction in tobacco consumption can therefore
be expected in the period 2009-2012, but not in the other periods. However, changes in tobacco
consumption are not always reflected in the changes in cigarette sales, as the sales volumes also
depend on the trends in cigarette smuggling, including both into and out of the country.

Cigarette sales

Cigarette sales in the Republic of Moldova were calculated in the following way from the available
statistical data, which are presented in Fig. 3.

Sales = Production + Import - Export

12,0 FIG. 3.
10.710.7

Cigarette production, import,
export, and sales in the Republic
of Moldova, 2002-2015

et Source: author's own compilation based on
data from the National Bureau of Statistics.
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In 2003-2008, the total quantity of cigarettes sold annually was relatively stable (at 8-9 billion
cigarettes), but domestic cigarettes were gradually replaced by imported ones and in 2008 the
number of imported cigarettes exceeded that of domestic ones. In 2009-2010, cigarette sales
substantially increased and in 2010-2011, 10.7 billion cigarettes were sold in the Republic of Mol-
dova annually. Since 2012, a rapid decline in cigarette sales has been observed. Domestic cigarette
production decreased from 6.2 billion cigarettes in 2011 to 1.1 billion in 2015. It was reported that
the tobacco factory in Chisinau did not work for seven months during 2014-2015 owing to the
decline in cigarette sales (10).

The increase in cigarette sales in 2009-2010 and later decline could not be explained by changes
in tobacco affordability or other internal factors. The most probable factor in this change in ciga-
rette sales was smuggling of cigarettes out of the Republic of Moldova, mainly to the neighbouring
countries Ukraine and Romania.

Cigarette smuggling

Because cigarette smuggling is encouraged by the difference in cigarette prices between the coun-
tries and discouraged by the anti-smuggling measures, it is a significant factor in the changes in
cigarette prices that took place in both the Republic of Moldova and the neighbouring countries.

Ukraine increased its average excise rates almost sixfold in 2008-2010 (71), which was followed
swiftly by a decline in cigarette sales from 124 billion cigarettes in 2008 to 96 billion in 2010. Ro-
mania increased excise yield twofold in 2008-2010 and cigarette sales declined from 35 billion
cigarettes to 21 billion (72). While tobacco consumption declined in both countries, this was partly
offset by cigarette smuggling from other countries, including the Republic of Moldova.

According to the Global Adult Tobacco Survey (GATS) for Ukraine conducted in 2009-2010 (13),
0.9% of surveyed Ukrainian smokers were in possession of packs containing a Moldovan health
warning. This translates to an estimated annual consumption of Moldovan cigarettes in Ukraine of
about 0.7 billion. According to the surveys conducted by the Kiev International Institute of Sociolo-
gy (KIIS), in 2014 (14) 0.5% of surveyed Ukrainian smokers were in possession of packs containing a
Moldovan health warning, so it is believed that the consumption level at that time was about 0.25
billion Moldovan cigarettes. However, two other KIIS surveys, conducted in 2013 and 2015, did not
indicate the presence of any Moldovan packs.

According to a study carried out by Novel Research, the share of Moldovan cigarettes among all
cigarettes smuggled onto the Romanian market increased from 17.6% in 2008 to 36.0% in Janu-
ary-February 2010 (75). In 2012 the reported share decreased to 28.7% (16) and again to 22.8% in
2013 (17). In May 2015, this share was 23% (18). It is worth noting that the reported percentage of
smuggled cigarettes (from all countries) onto the Romanian market decreased from 28% in 2010
to 15%in 2011, 13%in 2012 (19) and 12% in 2013; however, it increased again to 16% in 2014 (20)
(but dropped back to 15% in 2015 (21)).

The KPMG studies commissioned by Philip Morris International and other tobacco corporations
(22) estimated that the outflow of cigarettes from the Republic of Moldova to Romania increased
from 0.6 billion cigarettes in 2007 to 2.0 billion in 2009 and 1.9 billion in 2010, and then gradually
declined to 0.76 billion cigarettes in 2013 (and did not change much in 2014-2015). It can therefore
be deduced that cigarette smuggling out of the Republic of Moldova increased significantly during
2009-2010 to at least 3 billion cigarettes a year, and then declined to a relatively stable level in
2014-2015.
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The decline in the outflow of smuggled cigarettes was partly the result of anti-smuggling meas-
ures. In October 2015, the Republic of Moldova's “Strategy of the Customs Service in the Fight
against the Smuggling and lllegal Trade in Tobacco Products for 2015-2018" was launched (23).
The strategy was signed by the Head of the Customs Service, the Director-General of the Euro-
pean Anti-Fraud Office (OLAF) and the Head of the European Union Border Assistance Mission
(EUBAMY)'s Operations Office. The strategy was elaborated in cooperation with EUBAM and in co-
ordination with the representatives of tobacco product producers and OLAF.

However, the main factor influencing the decrease in the outflow of smuggled cigarettes was the
substantial increase in the excise tax rates in the Republic of Moldova in 2010-2013 (about fivefold
on average), while in Romania the rates were increased by only 17% across those years, and in
Ukraine by 30%. The cigarette price difference between the countries became smaller and smug-
gling cigarettes out of the Republic of Moldova therefore became less profitable.

The Moldovan border police reported that in the first half of 2015, 175 000 packs of cigarettes
were seized, which represents 18% more than a year earlier (24). This could mean that in 2015,
smuggling out of the Republic of Moldova started to increase again. The main brands smuggled
were those imported into the country.

Moldovan cigarettes are not only smuggled to Romania and Ukraine. In 2015 it was reported that
Moldovan cigarettes were seized in Ireland, Luxembourg and Italy (25-27). In the United Kingdom,
journalists from The Sun newspaper bought five cartons of cigarettes from aniillicit dealer. The cig-
arettes arrived by Royal Mail registered delivery in plain black packaging, with Moldovan stamps
on them (28). The main factor in the outflow of smuggled cigarettes is still the difference in prices
determined by the excise taxes. For example, in Ireland and the United Kingdom the excise per
cigarette pack is about €6, while in the Republic of Moldova the minimum excise is MDL 8 per pack
(less than €0.40).

Tobacco excise revenues

The tobacco excise revenues in the Republic of Moldova did not increase in 2007-2008 (see Fig. 4)
as both excise rates and sales volumes did not change much. There was a small revenue increase
in 2009, mainly caused by the sales growth (see Fig. 3) and then in 2010-2013 a sharp revenue
increase was observed (see Fig. 4). Real (inflation-adjusted) revenues increased 6.5-fold in four
years. The main factor in the revenue increase was the rise in excise rates in 2010-2013, as the
sales declined from 10.7 billion cigarettes in 2010 to 6.8 billion in 2013. In 2014 the excise increase
was too small to compensate for the decline in sales, and the revenue decreased. In 2015 the rev-
enue increased, but in real terms it was just 3% higher than in 2013.

The average excise yield per 1000 cigarettes (calculated as revenue/sales) increased from MDL 13
in 2008 to MDL 260 (20-fold) in 2015 (see Table 5). This was partly caused by the replacement of
cheap domestic cigarettes with more expensive cigarette brands. As the ad valorem proportion of
the total excise was much greater than the proportion of specific excise up to the year 2015, the
increase in average prices meant that the average excise yield also increased (although the excise
rates themselves did not), and, subsequently, more revenue was created for the Government.

Tobacco taxation policy in the REPUBLIC OF MOLDOVA
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The Guidelines for implementation of Article 6 of the WHO FCTC state (1), “in anticipation of tax in-
creases, manufacturers or importers may attempt to take advantage of the current or lower tax
and increase production or stock of products (known as forestalling).” In the Republic of Moldo-
va, the tobacco companies imported large volumes of cigarettes at the end of 2013, anticipating
the tax increase. In November-December 2013, tobacco excise revenues were almost MDL 300
million, while in January-February 2014 the revenue decreased to MDL 41 million (see Table 3),
despite the increase in the excise rate since 1 January 2014.

2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Revenue, million MDL | 58 65 Al 101 | 103 |130 |409 |620 (881 |1080|974 | 1366

Sales, billion
cigarettes

870 | 860 |830 [9.00 [7.90 |950 |10.70|10.70 | 8.20 |7.30 |560 |5.25

Average excise yield

per 1000 cigarettes 7 8 9 " 13 14 38 58 107 [ 147 | 176 | 260

The guidelines recommend implementing anti-forestalling measures, such as levying the new tax
on products already produced or kept in stock, and not yet supplied to the end consumer. Such
policies were introduced in the Republic of Moldova in 2014 (via Article 125-1 of the Tax Code):
all cigarettes kept in stock for 45 days after the latest excise increase should be taxed at the new,
higher excise rates. However, the tobacco industry employed forestalling techniques again in April
2015, just before the excise tax increase (see Table 3).

Tobacco growing

Tobacco growing has substantially declined in the Republic of Moldova since the early 1990s.
While 133 000 tonnes of tobacco leaves were grown in 1986, in 2000 this quantity had decreased
to 25000 tonnes and in 2015 to 1200 tonnes. Areas sown with tobacco declined from 77 000 hec-
tares in 1985 to 900 hectares in 2014 (see Fig. 5).

Most of the grown tobacco was fermented in the country; however, since 2008 the production of
fermented tobacco was much greater than the production of tobacco leaves, which means that
some raw tobacco was imported to the Republic of Moldova for fermentation.

In 2001 the Tobacco Law (No. 386-XV of 19 July 2001) was adopted (29), including Article 18 on
support for tobacco growing. It stated that 10-15% of tobacco excise revenues should be used by
the Agency for Tobacco Industry Development of the Republic of Moldova's Ministry of Agriculture

/ Tobacco excise revenue
=&=Nominal revenues rpe .
12000 (million MDL) in the

Republic of Moldova,

Source: author's own com-
pilation based on data from
various reports by the Ministry

TABLE 5.

Tobacco excise
revenue, sales

and estimated

average excise,
2004-2015

Source; author's own
calculations, based
on data from the
National Bureau of
Statistics and vari-
ous reports by the
Ministry of Finance.
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and Food Industry to fund research on tobacco and other related issues. These provisions were
cancelled by the Tobacco Law (No. 278-XVI of 14 December 2007) (30), but they helped to slow
down the decline in tobacco growing during the period 2002-2008. Raw tobacco production in-
creased in 2009-2010 (see Fig. 5) possibly owing to the increase in domestic cigarette production
(see Fig. 3), but it subsequently declined again.

Currently the tobacco growing industry in the Republic of Moldova has almost no pros-
pects. This is a typical situation for the European region; tobacco growing has declined in all Euro-
pean countries over recent decades, as the transnational tobacco industry now prefers to import
raw tobacco from other regions of the world.

25 +—
\ —4—Fermented tobacco FIG. 5.
production, thousand tonnes

20
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~=f==Tobacco leaf production,
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Statistics.
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External tobacco trade balance

Since 2003, the export of tobacco and tobacco products (tobacco leaves, cigarettes and other
products) from the Republic of Moldova has been lower than the import level (see Table 6). This
negative trade balance gradually increased from around US$ 14 million in 2003 to US$ 73 million
in 2009. In 2010-2012 it decreased, but stabilized later at about US$ 50 million annually.

Over the period 2003-2015, the total negative tobacco trade balance was US$ 598 million. This
means that almost US$ 600 million was paid from the pockets of Moldovan smokers to support
the economies of other countries.

2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Export |95 |89 119 [102 |154 |188 |157 [272 |287 |342 |255 [167 |127
Import | 232 [275 [389 [478 |66 [779 |81 |91.4 |929 |83.0 |76.2 |60.2 |59.7
Balance | -13.7 |-186 |-27.0 | -37.6 |-50.7 |-59.1 | -725 |-64.3 |-64.2 | -48.8 |-50.7 | -43.5 | -47.0

Smoking prevalence and estimated cigarette consumption

Several surveys have assessed tobacco use in the Republic of Moldova, but as they were con-
ducted among different age groups, and with different sets of questions, it is difficult to estimate
smoking trends in the country over recent years.

The results of the 2005 Moldova Demographic and Health Survey showed that 51.1% of men (aged
15-59 years) and 7.1% of women (aged 15-49 years) were current smokers (31). According to the
Multiple Indicator Cluster Survey (MICS) conducted in the Republic of Moldova in 2012, among the
population aged 15-49 years 48.5% of men and 8.2% of women were current smokers (32).
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According to the 2001 Living Standards, Lifestyles, and Health surveys, and the 2010 Health in
Times of Transition surveys (conducted among people aged 18 years and over), the prevalence of
current smoking among men in the Republic of Moldova decreased from 43.3% to 39.3% during
the period 2001-2011, while it increased among women from 3.9% to 4.5% (33).

In 2012, a household survey among people aged 15 years and over was conducted by the National
Bureau of Statistics (34). It revealed that 27.2% of males and 2.3% of females were daily smokers.
The respective figures for current smoking were 33.0% and 3.4%. The highest proportion of daily
smokers was among men aged 45-54 years (43%), while among older men the smoking preva-
lence declined to 4% among men aged over 75 years.

A national cross-sectional survey on risk factors for noncommunicable diseases was conducted in
the Republic of Moldova between September 2013 and May 2014 (4). A total of 4807 subjects aged
18-69 years participated in the survey. The percentage of current users of all tobacco products
(including daily and non-daily smokers) among all respondents was 25.3% (95% confidence inter-
val: 23.4-27.2). More males were smokers (43.6%; daily smokers 40.6%) than females (5.6%; daily
smokers 4.6%). There was also a notably higher proportion of smokers in younger age groups
than on average, observed in both male and female respondents. According to the survey, the
mean number of cigarettes smoked by daily smokers was 17.2 cigarettes among men and 11.4
among women.

Over recent years the prevalence of daily smoking (which is lower than the prevalence of current
smoking) in the Republic of Moldova was about 35% among men aged 15 years and over and
5% among women of the same age. According to the national statistics, there were about 1.40
million men and 1.55 million women the country aged 15 years and over in the year 2015. With
this in mind, it is estimated that Moldovan smokers would not have smoked more than 3.4 billion
cigarettes a year, while more than 5 billion cigarettes were sold and taxed in the country in 2015,
implying that a large amount of cigarettes were smuggled out of the country.

European integration

The Republic of Moldova signed the Association Agreement with the European Union in 2014. Ac-
cording to Article 55 of the Agreement, the Parties shall “develop their cooperation and harmonise
policies in counteracting and fighting fraud and the smuggling of excisable products.” It stated that
such cooperation would include “the gradual approximation of excise rates on tobacco products
.. in line with the WHO FCTC" (35).

According to Annex VI to Chapter 8 (Taxation) of the Association Agreement, the Republic of Mol-
dova should implement all provisions of EU Directive 2011/64 by 2025, including a gradual in-
crease in cigarette excise rates: eventually excise duty should be not less than €90 per 1000 ciga-
rettes, with a weighted average retail price of €1.80 per pack of 20 cigarettes. In 2015, the rate in
the Republic of Moldova was about MDL 6 per pack (or less than €0.30).

The excise increase implemented in 2016 (see Table 1) will increase the excise for average-priced
filter cigarettes by MDL 2 (see Fig. 1), or €0.09. If the country continues with such annual excise
rises, it will take 17 years to reach the minimum EU excise rate.

As set out in Article 6.2 of the WHO FCTC, the Parties have the sovereign right to determine and
establish their taxation policies, which means that the Republic of Moldova has various options to
establish excise rates in line with both the WHO FCTC and EU Directive (2011/64).
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One of the options available to the Republic of Moldova to enable the country to meet its
obligations according to the Association Agreement with the European Union is to annually
increase both specific excise rates (specific and minimum specific) for cigarettes by 20%,
and the ad valorem rate by 1%.

The preliminary forecast of such proposed excise increases is presented in Table 7.
The forecast is based on the following assumptions.

1. The proposed excise rates will be introduced from 1 January 2017 and the same date of
subsequent years.

2. Excise rates for filter and non-filter cigarettes will be the same from 1 January 2017.

3. The net-of-tax part of the cigarette prices will increase annually by 7% on average, in line
with expected inflation.

4. The average annual increase of nominal disposable income per capita will be 9% (as it
was in 2010-2015).

5. TAI values are calculated using the estimated change in average cigarette prices;
for example, if the price increases by 15%, and income increases by 9%, the TAl is
(109/115-1)x 100 = -5.2.

6. Cigarette sales decline parallel with the decline of tobacco affordability. Sales are expect-
ed to change to the same extent as the affordability (income-adjusted cigarette price),
taking into account both the decline in tobacco consumption within the country and the
decline in outflow of cigarettes from the country. Therefore, if the TAl is -10, the sales
decline by 10% (for example).

7. The excise revenues are estimated as: revenue = cigarette sales x average excise rate.

When both specific and ad valorem rates increase, the cigarette price - for which minimum specif-
ic excise starts to work - gradually increases. In late 2016, all cigarettes priced below MDL 16.5 per
pack had to be taxed with the minimum specific excise (MDL 8 per pack). With the proposed excise
rates in 2017, the minimum specific excise applies to cigarettes priced below MDL 18 per pack. In
2025, the respective proposed price will reach MDL 49 per pack.

If the proposed excise policy were to be implemented, in 2025 the excise duty in the Republic of
Moldova would be above €90 per 1000 cigarettes (the minimum level according to EU Directive
2011/64) provided that the exchange rate of euro to MDL (currently €1 = MDL 22.5) does not
change much. Nominal cigarette prices would annually increase by 15-31%, which would ensure
that such increases exceed both inflation and income growth, as well as reducing tobacco afforda-
bility. Annual cigarette sales would decline by about 5-17%. Within such a scenario, cigarette sales
in 2016-2025 would decline by 55% across the 10-year period, and the revenue could increase
almost fourfold (see Table 7). The additional revenue for the 9-year period (2017-2025) would be
about MDL 17 billion.

There is little threat of smuggling into the Republic of Moldova. Romania’s excise rates are already
above the EU level. Ukraine also signed the Association Agreement with the European Union and
promised (through Article 352 of the Association Agreement between the EU and Ukraine (36)) to
gradually harmonize its excises with EU requirements. In 2015 the price differences for the same
cigarette brands in Ukraine and the Republic of Moldova were very small. Since January 2016,
Ukraine has increased specific cigarette tax rates by 40% and ad valorem rates from 10% to 12%.
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2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 |2023 | 2024 | 2025
specific rate. MDLPer 1200 |300 [360 [432 |518 |622 |746 |896 |1075|1290]1548
C|garettes
Minimum specific rate,
MDL per 1000 cigarettes | ° 400 [480 |[576 |691 |[829 [995 |[1194 1433|1720 2064
Ad valorem rate, % 18.0 [ 12.0 [13.0 [140 [150 [(16.0 [17.0 [18.0 |19.0 |20.0 |21.0
Expected average nomi-
nal price of a pack of 20 11.0 [13.0 [17.0 [19.5 [225 [26.0 [31.0 [36.0 |42.0 |50.0 |59.0
cigarettes, MDL
Increase in nominal price, % | - 180 |[31.0 (150 [150 [(16.0 [19.0 [16.0 [17.0 [19.0 |18.0
Average annual excise |5, g5 98 [11.7 [14.0 |166 |205 |245 |290 |350 |42.0
per pack, MDL
VAT per pack, MDL 18 |22 |28 |33 |38 |43 |52 |60 |70 |83 |98
mevoftaxpriceperpack. | 1o |42 |44 |46 |48 |51 [53 |55 |60 |67 |7.2
TAI -06 |-76 |-168|-52 |-52 |-60 |-84 |-60 |-68 |-84 |-7.6
Expected cigarette sales. |55 500 |4.16 394 374 351 [322 302 282 |258 |238
:,’I‘gf“ed revenue, billion | 4 35 1150 |204 231 262 [292 [330 [370 [4.08 [451 [5.00
Cigarette smuggling through the Transnistria Region might be a challenge, but should not be over-  TABLE 7.
estimated. Between January and August 2014 more than 11 billion cigarettes and 2300 tonnes of
raw tobacco were delivered to the Transnistrian Region, which has a population of approximately ~ Forecast of
0.5 million inhabitants. Analysis by the EUBAM to the Republic of Moldova and Ukraine suggested ~ Clgarette
such cigarettes were being diverted illegally to Ukraine. Between August and October 2014, EU-  Prices, sales
BAM together with Ukrainian partners carried out a number of activities aimed at strengthening ~ @nd reve-
measures to curb cigarette smuggling, and between November and December 2014 the transit ~ NU€S with
of cigarettes from Odessa and Chornomorsk (formerly llyichevsk) ports to the Transnistria Region ~ (actual and)
dropped to zero (37). With EUBAM support, the Ukrainian authorities also stepped up their control ~ Proposed
of the transit of excise goods and especially tobacco to Transnistria, leading to the decline of cig- ~ €XCIS€
arette deliveries to the Transnistria Region via Ukraine to zero. Furthermore, following a govern-  taxrates,
ment resolution in Ukraine, from May 2015 tobacco products can only be delivered to Transnistria 2015/2016-
through Chisinau-controlled territory or three other designated border crossing points (38). 2025
In early 2016, prices of some cigarette brands were actually equal across both parts of the Nistru ~ Nore. VAT:
River and some smuggling was even reported out of the Republic of Moldova to the Transnistria ~ Va/ue-added
Region (39). Therefore the threat of cigarette smuggling from the Transnistria Region to the Re- e
public of Moldova may not be used as an excuse for not implementing a sharp excise increase in -~ Source:
the Republic of Moldova from 2017. However, additional action is needed, in coordination with author's own
calculations.

the EUBAM.

According to Article 7(2) of EU Directive 2011/64, “the rate of the ad valorem excise duty and the
amount of the specific excise duty must be the same for all cigarettes” (40). Excise rates for filter
and non-filter cigarettes should therefore be at the same level. All EU countries, as well as Ukraine,
the Russian Federation, Kazakhstan and Uzbekistan have equal excise rates for both filter and
non-filter cigarettes.

Currently, the excise rate for cheapest filter cigarettes in the Republic of Moldova is more than
five times higher than the excise rate for non-filter cigarettes. Non-filter cigarettes are not very
popular in the country: they are not available in most cigarette shops in Chisinau. Some non-filter
cigarettes are smuggled to other countries; for example, 15 000 packs of Moldovan non-filter cig-
arettes were seized in Ukraine in March 2016 (41).
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The Republic of Moldova could set the same excise rates for both filter and non-filter

cigarettes in 2017.

It would also be recommended to increase excise rates for cigars, tobacco for roll-your-own cig-
arettes and other tobacco products to the same level as the excise rates for manufactured ciga-

rettes, to prevent smokers from switching to such products.

Outcomes and perspectives of tobacco excise
taxation policies in the Republic of Moldova

Over the analysed period, three types of tobacco excise policy were practised in Moldova:

1. in2007-2009 the excise rates were very low and were not sufficiently increased;

2. in 2010-2013 a sharp increase in both specific and ad valorem excise rates was intro-

duced:;

3. inJuly 2013-2015 specific rates for filter cigarettes were increased, while ad valorem rates

were decreased.

These three policies produced very different results, as summarized in Table 8.

As shown, the excise policy in effect from 2010 to the first half of 2013 was the most successful,

as it;

=

Y

tangibly increased government revenues

3. reduced the negative tobacco trade balance

reduced cigarette smuggling out of the Republic of Moldova

4. decreased tobacco affordability, which discourages tobacco consumption.

Policy 1 Policy 2 Policy 3 TABLE 8.
(2007-2009) (2010-2013) (2013-2015)
Results of three
Annual average nominal excise rate 11 243 38
increase, % types of tobacco
Annual real revenue change, % +10 +152 +3 excise polltiy in
S li t of th try (trend) || d D d Stabl the Republic of
muggling out of the country (tren ncrease ecrease able
EEals y Moldova
Negative tobacco trade balance Increased Decreased Stable
(million US$)
TAI for 3 years +17 -18 -5
Probable tobacco consumption (trend) | Increased Decreased Stable

The country's success in sharply increasing tobacco excise is not unique. Such increases were suc-
cessfully implemented by many countries, such as Ukraine (17) and the Baltic countries (9), among
others. In 2010-2015, the Russian Federation increased annually its minimum specific excise rates
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by 40% on average and the ad valorem rate increased from 6% in 2009 to 12% in 2016. The reve-
nue increased from 80 billion Russian ruble (RUB) in 2009 to RUB 386 billion in 2015, while ciga-
rette sales decreased by 22%. In Ukraine, owing to the annual excise increases (from 0.5 Ukrainian
hryvnia (UAH) per pack in 2007 to UAH 6.0 in 2015), revenues have grown from UAH 2.5 billion in
2007 to UAH 22.3 billion in 2015, while cigarette sales fell by 40%. After Romania joined the EU in
2007, tobacco excise rates in the country were increased substantially. This change in excise policy
resulted in the growth of annual tobacco excise revenues from 3.1 billion Romanian lei (RON) in
2007 to RON 8.3 billion in 2014, while cigarette sales decreased from 38 billion cigarettes in 2007
to 22 billion in 2014.

In Ukraine, average annual excise revenues increased 12-fold over nine years (2007-2015); in the
Russian Federation, over the same number of years, revenues increased by a factor of 11; in Ro-
mania, across the 9-year period 2004-2013 the excise yield increased by more than sevenfold.
Thus, the expected excise tax increase in the Republic of Moldova by a factor of eight in nine years
(2017-2025) is certainly realistic.

The current tobacco excise policy in the Republic of Moldova (in effect since July 2013) has not
been successful.

1. The governmental tobacco excise revenue barely increased in real terms.
2. Cigarette smuggling out of the country has not decreased.

3. The negative tobacco trade balance has not decreased.

4. Tobacco affordability barely changed.

The negative effects of the taxation policy were reinforced by the tobacco industry, which decreased
its partof the pricein 2015, in order to keep customers. However, the industry can change its pricing
policy and increase the net-of-tax part of the price, especially if cigarette sales decline. Industry tac-
tics canalso be reactedto by substantial and regular increasesin excise rates and implementation of
anti-forestalling policies.

PAGE 21 Tobacco taxation policy in the REPUBLIC OF MOLDOVA



PAGE 22

CONCLUSIONS

The Republic of Moldova had a very beneficial experience with tobacco excise policy in 2010-
2013, when the average tobacco excise rate was increased 10-fold. This policy had the following
outcomes: (a) eightfold revenue increase in four years; (b) substantial decline in cigarette smug-
gling out of the country; and (c) reduction of tobacco affordability and tobacco consumption.

However, since July 2013 the country has changed its excise policy to adopt only very moderate
excise increases. As a result, in 2014-2015 there was almost no revenue growth, while cigarette
smuggling and tobacco affordability ceased to decline. The excise tax increase in 2016 was also
very small. If the Republic of Moldova maintains an excise policy of such minimal increases, the
real (inflation-adjusted) excise revenue can only grow if tobacco consumption increases within
the country and/or in other countries (owing to the outflow of cigarettes being smuggled).

The Republic of Moldova could revive the beneficial excise policy that was in effect during 2010-2013.
Such policy can provide both the desired revenue increase and the required tobacco consumption
decline, if it follows both the WHO FCTC guidelines and the provisions of EU Directive 2011/64.

According to the Association Agreement with the European Union, by 2025 the Republic of Mol-
dova should implement all provisions of EU Directive 2011/64, including the EU minimum excise
rate (currently €90 per 1000 cigarettes). If in the period 2017-2025, the country were to annually
increase the specific excise rate by 20% and the ad valorem excise rate by 1%, the minimum EU
excise rate could be reached by 2025. Such an increase in excise would provide the following
benefits for the Republic of Moldova:

e additional tobacco excise revenue (about €750 million in nine years);

e asubstantial decline in cigarette smuggling out of the country (smuggling into the Re-
public of Moldova is highly unlikely to increase, as neighbouring countries will have
similar or higher cigarette prices);

e adecline in tobacco affordability, with a respective decline in tobacco consumption in
the country and subsequent population health improvement.
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