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On March 26,2019, the Brazilian Ministry of Justice and Public Security published Ruling n. 263/20191,
establishing a working group to assess the possibility of tax cuts on cigarettes manufactured in Brazil,
aimed at “decreasing the consumption of low-quality foreign cigarettes, contraband, and the resulting health
risks”. According to the Ruling, the working group would address such topics as proposals to reduce
the consumption of these cigarettes and even the possibility of reducing taxes on those manufactured
inside Brazil to avoid the consumption of “low-quality” foreign cigarettes.

The scientific basis cited for the working group’s implementation was the study entitled Uma
Alternativa de Combate ao Contrabando de Cigarro a partir da Estimativa da Curva de Laffer e da Discussao
sobre a Politica de Preco Minimo [An Alternative for Combatting Cigarette Contraband based on the
Laffer Curve Estimate and Discussion of the Minimum Price Policy] 2.

The above-mentioned document states that contraband cigarettes do not display the same quality
as legal Brazilian cigarettes and are thus more harmful to health, and that illegal trade accounts for
more than half of the Brazilian cigarette market.

The working group includes representatives from the Federal Police, National Consumer Depart-
ment, and special advisors on legislative matters and representatives of the Ministries of the Economy
and Health 1.

The current article aims to contribute to the analysis of the assumptions and topics under study
by the working group as indicated in the Ruling, and to propose measures to reduce the illicit trade
in tobacco products.

On price cuts for cigarettes

Price increases on tobacco products, especially promoted by tax increases, are one of the most effec-
tive ways to reduce tobacco product consumption, especially among the poor 3.4.

A monograph 5 published by the National Cancer Institute of the United States in collaboration
with the World Health Organization (WHO), in which studies from various countries were analyzed,
concluded that there is a correlation between higher taxes and prices and a reduction in tobacco
consumption and prevalence. The monograph concludes that a 10% increase in cigarettes prices
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can decrease tobacco consumption by 4% in high-income countries and 5% in medium and low-
income countries.

Several authors state that tax increases have the capacity to discourage tobacco consumption
more among the poor than among the rich. Lower tobacco consumption would decrease the impact
of the cost of purchasing these products on the family budgets, and would thus be the intervention
with the greatest potential to reduce socioeconomic inequities from smoking 6, besides serving as an
important instrument for reducing poverty 7. This is a particularly important factor, since smoking
in Brazil shows a strong association with low income and low schooling 8.

Meanwhile, some evidence suggests that cigarette price increases may lead to substituting con-
sumption of legal tobacco products with contraband or counterfeit cigarettes or other forms of
tobacco consumption °.

In the Brazilian case, one study suggests that both situations occur, namely a larger reduction in
smoking prevalence and a smaller increase in the consumption of illicit products 10. However, the
benefit from cessation outweighed the increase in illicit trade 10.

In addition, the scientific literature indicates that in Brazil the increase in cigarette taxes and
the resulting price increase was the measure that most contributed to the drop in the country’s
smoking prevalence 11.

In Brazil, smoking causes some 156,000 deaths a year, 157,000 acute myocardial infarctions,
75,000 strokes, and 63,000 cancers 12,13, Tobacco-related medical events generate a cost to the Brazil-
ian health system of BRL 57 billion per year, or USD 15 billion (0.96% of the GDP), compared to tax
revenues on tobacco products of BRL 13 billion per year, or USD 3.4 billion 14. In other words, for
every real Brazil collects in taxes on tobacco products, the country spends more than BRL 4 on treat-
ing smokers’ tobacco-related health problems 13,14,

Smoking is also a contributing factor to impoverishment, especially among low-income Brazil-
ians. According to data from the National Household Sample Survey (PNAD, 2002-2003) 15, Brazilian
smokers spent more on cigarettes than on rice and beans, the country’s main staple foods. The PNAD
in 2008-2009 had already reported that women smokers spent an average of 12% of a monthly mini-
mum wage on industrialized cigarettes 16.

Given the above, a tax cut on cigarettes would erase the strides made in tobacco control policies
in Brazil, encourage smoking among the poor, and ultimately increase poverty levels. Tax cuts on
cigarettes would further increase expenditures on health, as represented by the difference between
taxes levied on tobacco products and medical expenses due to smoking.

lllicit trade and the “low quality” of foreign cigarettes

Illicit trade in tobacco products affects tobacco control policies by offering cheaper products, which
facilitates access, thus interfering in policies based on increasing the prices on these products 3.4.

Thus, the assumption that illicit trade impacts the population’s health is valid, since cigarette
smoking is related to numerous diseases. On the other hand, there is no evidence that supposedly “low
quality” cigarettes have a greater health impact than Brazilian cigarettes.

According to the WHO, tobacco is “deadly in any form or disguise” 17. Therefore, the term “low
quality” should not be applied to tobacco products, since “quality” does not decrease their negative
impacts; suffice it to consume the tobacco for such impacts to occur. In short, both products (legal and
contraband cigarettes) are equally harmful to health from the toxicological point of view.

In addition, according to an interview in Informe ENSP with economist and specialist in the tobac-
co economy Dr. Roberto Magno Iglesias, “Brazil is the main supplier to the industrial park that produces
Paraguayan cigarettes”, including tobacco leaves and inputs for manufacturing 18.

Corroborating these remarks, in 2018 the Brazilian Internal Revenue Service and Federal Police
accused Brazilian companies of money laundering and exporting tobacco illegally to Paraguay, or
supplying Brazilian-grown raw materials to the Paraguayan factories that feed the illicit cigarette
trade in Brazil 19.

The claim of a “quality” issue between Brazilian versus foreign tobacco products thus makes
no sense.
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Possibly due to the market share of Paraguayan brands on the Brazilian market, there have even
been reports of counterfeiting of Paraguayan cigarettes by clandestine factories inside Brazil 20,21,

According to the Brazilian National Cancer Institute (INCA), illicit cigarettes account for 38% of
the Brazilian cigarette market 22, while organizations affiliated with the tobacco industry place this
figure higher, at 48% 23. According to INCA, one possible reason for the industry’s overestimation of
the illicit market in Brazil would be to pressure the government to lower tobacco taxes and hamper
important tobacco control policies 22.

Interference by the tobacco industry in public health policies

A story published in the newspaper Folha de S.Paulo 24 suggests that the tobacco industry may have
influenced the decision to assemble the working group, reporting that the document cited as the
scientific basis for implementing the working group was commissioned by an institution that has a
partnership with a cigarette manufacturer, although the authors claim that the demand was spontane-
ous, with no funding by the tobacco industry. According to the same newspaper story, representatives
of cigarette manufacturers held meetings with Brazilian government authorities in the month prior
to formation of the working group.

It is certainly complex to determine whether and to what extent there was interference in cigarette
price policies and thus in health policies. In case such strategies are confirmed, they are no differ-
ent from those used by the tobacco industry elsewhere in the world 25. According to the taxonomy
proposed by Ulucanlar et al. 25, the tobacco industry’s discursive strategies aim to disseminate their
claims that public health tobacco control policies will lead to unanticipated costs to the economy
and society (in the economic and law enforcement domains) and unintended benefits to undeserving
groups (like cigarette smugglers), while failing to deliver the intended public health benefits.

Final remarks and recommendations

The cigarette tax cut analyzed here, if enforced, has the potential to reverse the important strides
Brazil has made in tobacco control policies, while increasing health expenses, stimulating tobacco use,
especially among the poor, and thus increasing poverty levels and illness in this group.

Another important point is that although illicit tobacco products cause impacts on public health,
in fact all tobacco products are intrinsically harmful to health, regardless of their place of origin or
whether they regularly registered with the health authority.

Importantly, the Ministry of Justice and Public Security should have reliable information on the
cigarette trade in Brazil to back any decision, including assessment of market participation in the
country by counterfeit brands manufactured inside Brazil.

There is no evidence that tax cuts on cigarettes would benefit public health or the public coffers in
any way. The Brazilian government needs to reduce the number of smokers. The following propos-
als are intended to contribute to the discussion on the curtailment of the illicit market, increase tax
revenues, and reduce smoking:

(1) Establish price and tax policies for all tobacco products, not only for cigarettes. This could help
prevent smokers from switching to other tobacco products, while increasing tax revenues.

(2) Classify the marketing and the transportation of illicit tobacco products as drug traffic, regardless
of the origin if the product. Legal tobacco products would continue to receive the current treatment.
(3) Invest in infrastructure for inspection and enforcement for all agencies involved in combatting
illicit trade, as well as enforcing the WHO protocol against illegal trade in tobacco products, to which
Brazil is a signatory 26.

(4) Establish standardized packaging for all tobacco products, which would reduce smoking and
facilitate identification of contraband and counterfeit brands.

(5) Allow tobacco product sales exclusively in establishments authorized for this kind of trade. This
would facilitate the identification and repression of illicit trade.
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(6) Determine which share of revenues from tobacco taxes would be allocated specifically to funding

research and activities to combat illicit tobacco trade.

(7) Identify the countries that supply products to the illicit Brazilian trade and establish terms of
cooperation with these countries. Most illicit cigarettes in Brazil are actually legal products in their
countries of origin. Collaboration with these countries could produce important benefits.

(8) Improve control of the exportation, from Brazil, of tobacco leaves and components for manufac-

turing cigarettes.

(9) Step up activities against Brazilian companies and people that counterfeit foreign brands.
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