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ABSTRACT

This study examined the impact of trade liberalization from the AFTA-CEPT scheme on the
demand for cigarettes in the Philippines and its consequent impact on the health of the
population. The results show that the reduction in the CEPT rate of cigarettes from its 2000 level
of 11.67 percent to 5 percent leads to a 5.4 percent decrease in cigarette retail price and a 2.14
percent increase in the demand for cigarettes. A complete elimination of tariff rate leads to a
much larger decrease in retail price of 9.54 percent and consequently, to a larger increase in
demand of 3.74 percent.

Given that an increase in cigarette in consumption leads to an increase in health-care cost and
tobacco-related deaths, the government needs to implement policies that will offset the decrease
in price due to tariff reduction. This study shows that a reduction or elimination of tariff coupled
with an increase in excise tax leads to a much lower decrease in price and increase in demand,;
and hence, to lower tobacco-related deaths. This study further identified policy reforms that the
government needs to address in order to lower the demand of cigarettes.
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EXECUTIVE SUMMARY

The Philippine government has implemented substantial trade policy reforms over the past two
decades. The country’s tariff rates have gone down because of these reforms. Several studies
have shown the economic benefits brought about by these reforms such as the improvements in
domestic efficiency, expansion of exports and the integration of the country in the global
markets. However, none of these existing studies examined the impact of the reforms on the
tobacco industry and its consequent impact on health welfare. Trade liberalization leads to lower
prices, including the domestic price of imports. However, given the inverse relationship between
price and consumption, liberalization in the tobacco industry will likely increase cigarette
smoking and other tobacco use. And since tobacco use has been proven to be a major cause of
chronic diseases (like lung cancer and respiratory and cardiovascular diseases), which affect
productivity and shortens the lives of smokers, trade liberalization will therefore increase
tobacco-related diseases and deaths (Gajalakshmi, et. al. 2000).

This study examined the impact of trade liberalization from the AFTA-CEPT scheme on the
demand for cigarettes in the Philippines and its consequent impact on the health of the
population. Given that the increased trade liberalization in the country is expected to increase the
demand and supply of tobacco, it is important that policymakers be informed of the economic
and health impacts of the policy so that appropriate tobacco control measures can be
implemented alongside trade liberalization.

The findings in this study show that the reduction in the CEPT rate of cigarettes lowers the retail
price and hence, leads to an increase in demand and consumption of cigarette. The findings also
show that the reduction in price and the increase in consumption are much larger with the
complete elimination of the CEPT rate. Given that an increase in cigarette consumption leads to
an increase in health-care cost and tobacco-related deaths, the government needs to implement
policies that will offset the decrease in price due to tariff reduction.

One important policy area is taxation. Taxes are important components of cigarette price as
shown earlier by the cigarette price structure. Since tobacco has an inelastic demand, the
majority of the taxes levied on it are paid for by the consumers rather than the manufacturers.
Thus, an increase in tax will lead to a decrease in cigarette/tobacco consumption. This is
confirmed by the findings of this study, which show that a reduction or elimination of tariff
coupled with an increase in excise tax leads to a much lower decrease in price and increase in
demand. This is also consistent with the study by Ranson, et. al. (2000) which showed that tax
increases that will increase the price of tobacco are effective in increasing the number of smokers
who quit smoking and hence, lowers tobacco-related deaths.

The government has recently increased the excise tax with the passing of RA 9334. However,
the implementing rules and regulations of the said law have yet to be formulated. The
government also needs to address the flaws in the said law, as discussed earlier in the paper.
Unless the excise tax is indexed to inflation, the real price of cigarettes will decrease over time,
making it affordable to smokers. Also, there is a need to revise the classification of cigarettes.
The current classification, which is based on the 1996 retail price, enables manufacturers to
classify their cigarettes as low-priced and hence, enjoy low excise tax. If the excise tax is based




on the current retail price, many of the cigarettes will be classified as high-prices and thus, will
be levied higher taxes.




INTRODUCTION

The Philippine government has implemented substantial trade and investment policy reforms
during the past two decades, following a three-track approach involving unilateral, regional and
multilateral modalities towards freer trade and investments (Austria 2003). The reforms were
aimed at improving efficiency in the allocation of resources, attaining global competitiveness,
and sustaining economic growth (Medalla 2002). Unilateral policies were implemented through
the Tariff Reform Program (TRP), where tariff rates were progressively reduced since 1981 with
the objective of a uniform 5 percent tariff in 2004. The country is also one of the original
ASEAN signatories to the ASEAN Free Trade Area (AFTA) when it was established in 1992.
Through the Common Effective Preferential Tariff (CEPT) scheme, intra-regional tariff rates
were reduced to 0-5 percent within a 10-year period beginning in 1993% The country also
acceded to the World Trade Organization in 1994 and committed to lower tariff rates to all WTO
members following the most-favored nation principle.

Tariff rates have substantially gone down because of the reforms® (Austria 2003). Several
studies have been done on the impact of the trade reforms on the economy. In particular, the
reforms resulted in the improvements in domestic resource allocation, increased productivity,
increased competitiveness of the manufacturing sector, expansion of exports, and increased
integration of the country in the global market (Austria, 2002; Medalla, 2002; Medalla et. al.,
1995 and 1996; Pineda, 1997; Tan, 1997). Several industry studies also showed improved
efficiency and hence competitiveness, as a result of the reforms (See for example Austria (1996)
for garments and textiles; Austria (2000) for electronics; Pineda (1996) for motorcycle and parts;
de Dios (1996) for meat and dairy processing industries; Lapid (1996) for appliance industry;
Medilo (1996) for packaging industry).

However, not one of above studies examined the impacts of the reforms on the tobacco industry
and its consequent impact on health welfare. This is logical and reasonable as the above studies
followed the conventional impact analysis of looking at efficiency and competitiveness following
trade liberalization. The same approach may not be appropriate when analyzing the economic
impact of liberalization on the tobacco industry, primarily because of the potential harmful
effects that liberalization on the tobacco industry have on the health of the population.

In general, trade liberalization is expected to have substantial economic benefits. It promotes
competition in the market which in turn leads to lower prices. A reduction in tariff rates also
lowers the domestic price of imports. However, given the inverse relationship between price and
consumption, liberalization in the tobacco industry will likely increase cigarette smoking and
other tobacco use. And since tobacco use has been proven to be a major cause of chronic diseases
(like lung cancer and respiratory and cardiovascular diseases), which affect productivity and

% The original deadline was 2008 but it was accelerated to 2003 in 1995 and finally to 2002 in 1998 (with later
implementation dates for the newer members: Vietnam, Burma, Myanmar and Cambodia).

% All products and commodities were covered by the tariff reforms, except those permanently excluded under the
General Exception List (GEL) of the CEPT for the protection of national security, public morals, the life of
humans, animals and plants, health, and articles of artistic, historic and archaelogical value.
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shortens the lives of smokers, trade liberalization will therefore increase tobacco-related diseases
and deaths (Gajalakshmi, et. al. 2000).

Given that the increased trade liberalization in the country is expected to increase the demand
and supply of tobacco, it is important that policymakers be informed of the economic and health
impacts of the policy so that appropriate tobacco control measures can be implemented alongside
trade liberalization. The government, however, could be facing a dilemma here. Tobacco
control measures leads to less smoking. But less smoking leads to decreased employment and
income for tobacco farmers and workers in tobacco-related industries, changes in foreign
exchange earnings, and possibly to decreased government revenue from tobacco taxes. It is these
conflicting objectives that made tobacco policies the center of debates of different sectors in the
society.

This paper therefore aims to attain the following objectives: (i) to analyze the economic
contributions of the tobacco industry on the Philippine economy; (ii) to analyze trends in tobacco
consumption, smoking prevalence and tobacco-related diseases and deaths; (iii) to examine
government policies affecting the tobacco industry, including trade and taxation policies and
existing tobacco control measures; (iv) to analyze the effects of the reduction in, and the eventual
elimination of, intra-regional tariffs in the ASEAN on the price of tobacco, tobacco consumption,
and health welfare; and (v) to identify economic policies that will reduce tobacco consumption.
The different sections of the paper are structured along these objectives.
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THE TOBACCO INDUSTRY AND ITS ECONOMIC CONTRIBUTIONS
TO THE PHILIPPINE ECONOMY

Production. The Philippines is a producer of the prime raw materials for cigarettes. Tobacco
grown in the country is classified into two namely, aromatic and native. The aromatic type is
characterized by its low nicotine content (less than 1%), high sugar content (23%), and low
moisture content. The varieties under this type include Virginia, Burley and Turkish or Oriental,
all of which are intended for cigarette manufacturing. On the other hand, the native type is
mostly used for filler for home and factory made cigars. Tobacco is grown mostly in the
northern provinces of the country (Region 1 and Region 2). The top five tobacco producing
provinces come from these regions and they accounted for a combined share of 87 percent of
total production (Figure 1) and 78 percent of tobacco farmers (Figure 2).

Over the period 1990-2003, the volume of tobacco production in the country registered a
negative growth rate of 3.3 percent per year (Figure 3 and Table _1). Production was recorded
highest in 1992 and 1993 at 117.9 thousand metric tons and 104.79 thousand metric tons,
respectively. The volume, however, registered a sharp decline of 46 % in 1994. A steady
decline was also recorded over the period 1998-2001 but the trend was reversed starting 2002.
This occurred despite the declining trend in the area harvested to tobacco (Figure 4). The
increase in production could be partly attributed to the rising yield per hectare, which grew at an
average rate of 3.9 percent annually over the period 1999-2003 (Figure 5). Nonetheless, the
production in 2003 was only two-thirds of the production in 1990 (Figure 3 and Table 1). On the
average, about three-fourths of the tobacco production is used in the domestic manufacture of
cigarettes, cigars or used as chewable tobacco (Table 1). The rest are exported.

Cigarette production, on the other hand, grew at 1.2 percent per year during the period 1990-2003
(Table 2). Volume of production was rather erratic throughout most of the 1990s. However, an
increasing trend was recorded during the period 1999-2003. On the average, about 97 percent of
production is for domestic use and the rest are exported.  The country’s cigarette production
accounted for an average of 18.4 percent of total ASEAN cigarette production and 1.3 percent of
the cigarette world production during the period 1993-2003 (Table 3).

Value Added. The real value added for tobacco manufacturers went down from PhP5.1 billion in
1990 to PhP3.1 billion in 2003, or a negative growth rate of 3.8 percent per year during the
period (Figure 6). The industry’s contribution to total manufacturing value added also exhibited
a declining trend from 2.8 percent in 1990 to 1.2 percent in 2003.

Employment. The industry is estimated to have generated almost 2 million jobs, although this
has gone down between 2002 and 2003 (Table 4). More than 50 percent of the jobs generated by
the industry are those that involved local marketing.

Trade. Philippine exports of tobacco increased from US$27.9 million in 1995 to US$57.7
million in 2003, or a nominal growth are of 107 percent during the period (Table 5). Despite the
rapid growth, however, the share of tobacco to the country’s total exports remained less than 1
percent during the period (Table 6). On the average, majority (60.2%) of exports were tobacco
leaves. However, the share of tobacco leaves was going down since 1995 while the share of
cigars and cigarettes was increasing (Table 5).
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On the average, more than three-fourths of the country’s exports during the period 1995-2003
went to non-ASEAN countries (Figure 7). However, the share of the ASEAN economies was
increasing since 1995 while the share of non-ASEAN economies was decreasing. This implies
that the region is becoming an important export market for the country. Despite the increasing
trend, however, the share of tobacco to the country’s total exports to the ASEAN remained at less
than 1 percent (Table 6). The bulk of exports to the ASEAN economies were cigars and
cigarettes, while the bulk of exports to non-ASEAN economies were tobacco leaves (Table 7).

A rapid increase in the share of the ASEAN occurred in 2003 (Figure 7). During the year, almost
57 percent of the country’s total exports of tobacco products were exported to the ASEAN. The
bulk of the increase was registered in cigars and cigarettes (Figure 7). Exports of the product
went up from less than US$3 million in 2002 to US$27.7 million in 2003. This could be
explained by the sudden drop in the CEPT rates in the country’s major trading partners in 2003.
As will be explained later, Thailand’s CEPT rate for cigar and cigarettes, for example, went
down from 13 percent in 2002 to 5 percent in 2003. Indonesia’s CEPT rate also declined from 5
percent in 2002 to 2.5 percent in 2003.

The share of the ASEAN in the country’s exports of tobacco leaves was also increasing since
1995 (Figure 7). Exports went up by 156 percent between 2002 and 2003. Again, this could be
due to the sharp decline in the CEPT rates of the country’s trading partners during the period.

Among the ASEAN economies, Singapore got the largest share of the country’s exports of
tobacco leaves, followed by Malaysia (Table 8). On the other hand, more than 50 percent of the
country’s exports of cigars and cigarettes since 1999 were going to Thailand and this share was
also increasing (Table 9). In 2003, 85 percent of exports went to Thailand. This could be
explained by the sharp decline in Thailand’s CEPT rate in 2003, as will be discussed later. In
general, however, the country’s exports of cigars and cigarettes in all the ASEAN economies
increased between 2002 and 2003. For tobacco manufactures, the bulk of the country’s exports
to the ASEAN went to Myanmar (Table 10).

On the other hand, the country’s imports of tobacco went up from US$73.2 million in 1996 to
US$192.8 million in 2003 (Table 11). The share of tobacco leaves in total tobacco imports was
decreasing while the share of cigars and cigarettes was increasing during the period 1996-2003.
Like in exports, the share of tobacco in the country’s total imports was less than 1 percent,
although increasing during the period 1996-2003 (Table 12).

The bulk of the country’s imports were sourced from non-ASEAN countries (Figure 8). The
share of the ASEAN economies, however, increased from only 2 percent in 1996 to 38 percent in
2002. This signifies that the region is becoming an important source of the country’s imports of
tobacco and tobacco products. Likewise, the share of tobacco to the country’s total imports from
the ASEAN was on an increasing trend (Table 12). The share of the ASEAN in the country’s
total imports of tobacco leaves and cigars and cigarettes increased during the period 1996-2003
(Figure 8). For tobacco leaves, the share went up from 1.7 percent in 1996 to 17.1 percent in
2003; for cigars and cigarettes, share increased from 6 percent in 1996 to 57 percent in 2002.
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Among the ASEAN economies, Indonesia, Malaysia and Thailand were the major source of
imports of tobacco leaves (Table 13); while Singapore was the major source of imports of cigars
and cigarettes (Table 14).

The balance of trade was negative (i.e. deficit) for all tobacco products, and for both ASEAN and
non-ASEAN (Table 15).

Revenue. Total government revenue generated from the tobacco industry reached PhP26 billion
(US$472.73 million) in 2002 and PhP25.6 billion (US$465.45 million) in 2003 (Table 16)".
About 80 percent of these revenues were generated from excise tax for cigars and cigarettes. On
the other hand, customs duties and value added tax (VAT) accounted for 3 percent and 4 percent,
respectively.

The share of tax revenue from tobacco and cigarette to the government’s total tax revenue
collection, however, has been decreasing since 1993 (Figure 9). From 7.06 percent, it went down
to 4.7 percent in 2003.

* PhP is Philippine currency called peso, US$1=PhP55.
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TOBACCO CONSUMPTION AND SMOKING PREVALENCE
IN THE PHILIPPINES

Expenditures on tobacco accounted for 1.87 percent of total personal consumption expenditures
in the country (Figure 10). Consumption of cigarettes increased from 68.4 billion sticks in 1990
to 87.1 billion sticks in 2003, or an average annual growth rate of 1.88 percent (Table 17). On a
per capita basis, however, consumption went down from 1,127 sticks in 1990 to 1,062 sticks in
2003 (Figure 11). While more than 90 percent of cigarette consumption are sourced from the
domestic market, the share of imported cigarettes has increased from less than 1 percent in 1990
to almost 8 percent in 2003 (Table 17). Consumption of imported cigarettes grew by 22.2
percent per year during the period 1990-2003.

Trade liberalization in the country has not been accompanied by an extensive tobacco control
program that will reduce cigarette smoking by current users and to prevent the initiation and
consumption of tobacco by new users, especially the youth and teenagers. Earlier studies on
smoking prevalence in the country include the 1989 survey on smoking patterns by the Lung
Center of the Philippines and the 1999 survey done by Dans, et. al. (1999). Statistics from the
Department of Health and World Health Organization shows that smoking prevalence dropped
among the adults, regardless of gender, between 1998 and 2001 (Table 18). However,
prevalence among the youths, particularly for the males, increased during the same period. In
fact, the prevalence of smoking was higher among the youths than the adults in 2001.

A more recent study (World Health Organization, 2003), however, shows that prevalence of
tobacco use among male and female students 13-15 years old dropped (Table 19). The same
study shows that among the factors influencing tobacco use for this group of users, media and
advertising registered the largest increase in influence between 2000 and 2002 (Table 20).

More alarming, however, is the fact that the population of smokers in the country is getting
younger, i.e. more children are becoming cigarette smokers (Philippine Senate Committee on
Health and Demography, 2003). This is the result of the aggressive marketing strategies of
tobacco companies, where free sample packs are given to children, hoping to make them addicted
to nicotine and thus ensure a continuing market for tobacco.

Available estimates on the annual economic costs of smoking computed from four tobacco-
related diseases in the country, namely, lung cancer, chronic obstructive pulmonary disease,
coronary artery disease, and cardiovascular disease, shows the following: (i) average health care
cost per individual is PhP192,597 (US$3,502) for lung cancer; PhP79,038 (US$1,437) for
chronic obstructive pulmonary disease; PhP147,107 (US$2,675) for coronary artery disease; and
PhP85,567 (US$1,556) for cerebrovascular disease ; (ii) PhP988 million (US$17.96 million) for
productivity loss from smoking; and (iii) PhP18 billion (US$327.27 million) for productivity loss
due to premature deaths from smoking (Dans et. al. 1999). Given that the costs of health care in
the country is shouldered by the families of affected individuals, the enormous economic costs of
tobacco-related diseases and deaths could bring economic havoc to affected families.

In 1999, among the four tobacco-related diseases mentioned above, the average number of days
spent out of work was highest in lung cancer (Table 21). The disease also registered the highest
average health care cost per individual with tobacco-related disease (Table 22). Among the

15




tobacco-cancer-related diseases, mortality rate was highest among males afflicted with trachea,
lung and bronchus cancer (Table 23). On the other hand, among the tobacco-respiratory and

circulatory related diseases, mortality rate was highest among males afflicted with ischemic heart
disease.
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GOVERNMENT POLICIES AFFECTING THE TOBACCO INDUSTRY

Import tariffs. Since 1981, the Philippine government has been implementing a progressive
reduction in tariff rate through the Tariff Reform Program (TRP) to reduce the overall level of
protection and the dispersion of tariff protection within and across sectors and industries. For
tobacco, tariff rates are basically the same for tobacco leaves (HS 2401), cigars and cigarettes
(HS 2402) and tobacco manufactures (HS 2403). Tariff rates were reduced from 50 percent in
1993 to 20 percent in 2000 (Table 24). Further reduction was achieved from 10 percent in 2001
to 7 percent in 2003. Current tariff rate is 5 percent. The substantial decline in tariffs since 1993
explains the increasing share of imported cigarettes to total cigarette consumption, as pointed out
in the preceding section (Table 17)

However, tariff rates were lower and the reduction was much faster under the Common Effective
Preferential Tariff (CEPT) scheme of the ASEAN Free Trade Area, of which the Philippines was
one of the original signatories (Table 25). The CEPT rate for tobacco leaves went down from 15
percent in 1999 to 10 percent in 2000. The rate in 2000 was 50 percent lower than the rate under
TRP. Tariffs went down further from 6 percent in 2001 to 3.67 percent in 2003. For cigar and
cigarettes, CEPT rates declined from 50 percent in 1995 (same rate as TRP) to 11.67 percent in
2000, 42 percent lower than its counterpart in TRP. Further reduction was made from 8.33
percent in 2001 to 5 percent in 2003. For tobacco manufactures, the CEPT rate went down from
23.75 percent in1995 to 7.75 percent in 2000; and to 4 percent in 2003. Again, the rate was
lower than under TRP.

The CEPT rates for tobacco and cigarettes of other ASEAN member economies have also gone
down, particularly during the period 2002-2003. As pointed out earlier, the decline in the rates
explains the increasing share of the ASEAN region as a market for the country’s exports of
tobacco and cigarette products (Figure 7). In the same manner, the declining CEPT in the
Philippines increasingly makes the region an important source of imports for the country. This is
shown Dby the increasing share of imported cigarettes from ASEAN in the total cigarette
consumption in the country (Figure 8).

Excise tax. The government imposes excise tax on tobacco. The excise tax rate is the same for
both imported and locally produced cigarettes. Prior to 1996, the excise tax takes the form of a
specific tax (levied as fixed amount per unit of the product) or ad valorem (levied as a percentage
of the price) or a combination of both. Since 1996, however, the government uses a specific tax.
For cigarettes, the government adopts a four-tier tax system that depends on the net retail price
per pack (Table 26). Except for low-priced cigarettes, the specific tax could be more than 100
percent of the net retail price (Table 27)

The specific tax has increased since 1999. In 26 July 2004, Republic Act No. 9334 was passed
increasing the excise tax imposed on alcohol and tobacco cigarettes effective 1 January 2005.
The largest increase fell on very-high priced and low-priced cigarettes (Table 27). Since taxes
increase the retail price of cigarettes, manufacturers maneuver to be classified into brackets with
lesser taxes, primarily to keep their share in the market rather than to evade their taxes. The big
difference between the tax rates (in 2005, Ph4.35 between medium-priced and low-priced
cigarettes; PhP8.35 between high-priced and low-priced cigarettes) is incentive enough for a
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manufacturer to misdeclare cigarettes as low-priced. Such a practice is a form of tax evasion and
defrauds the government of billions of revenues. For example, low-priced cigarettes, while they
account for more than 50 percent of production, contribute only less than 20 percent of excise tax
collection from cigarettes because of their low tax rate. On the other hand, high-priced cigarettes
which contribute only 30 percent of production, accounts for 60 percent of cigarettes excise tax
revenues (Guevarra 2004).

The increase in excise tax through RA No. 9334 is a welcome development since the resulting
price increase could help discourage smoking. Nonetheless, the law is also flawed in two areas.
One, it does not provide for an automatic indexation which would have tied tax adjustments with
the general movement of prices or inflation. This is a major flaw when using an excise tax. This
would result to the real prices of cigarettes declining over time as the prices of other goods
increase. Two, while the tax is based on net retail price, the tax rate is not based on the current
net retail price. The law provides that the classification of each brand of cigarettes is based on its
1996 net retail price. This means that a low-tax cigarette will be subject to a low tax rate even if
its retail price has increased many times over since 1996. Again, this cheats the government of
substantial tax revenues. The law provides that only the Congress can revise the classification.

Value added tax (VAT.) — The VAT is levied on the cigarette price after all other taxes have
been applied. The rate is 10%. The same rate is applied to all goods.

Tobacco control measures. The government has instituted several tobacco control measures to
curb smoking. In 1994, the government implemented ““Yosi Kadiri”’, an anti-smoking campaign.
Translated “cigarette, filthy”, the campaign was considered very successful in discouraging
smoking. The earliest law that prohibits smoking in public places is Republic Act No0.8749
passed in 23 June 1999, otherwise known as the “Philippine Clean Air Act of 1999”. Section 24
of Article 5 of the Act prohibits “smoking inside a public building or an enclosed public place
including public vehicles and other means of transport or in any enclosed area outside of one’s
private residence, private place of work or any duly designated smoking area”.

RA No0.8749 was re-enforced with the passing of Republic Act No. 9211 on 23 June 2003,
otherwise known as the “Tobacco Regulation Act of 2003”. Considered a landmark law, the
laws states that it is the policy of the government to “institute a balanced policy whereby the use,
sale, and advertisements of tobacco products shall be regulated in order to promote a healthful
environment and protect the citizens from the hazards of tobacco smoke, and the same time
ensure that the interest of tobacco farmers, growers, workers and stakeholders are not adversely
compromised”. Among other things, the law (i) prohibits smoking in public places; (ii) prohibits
sale or distribution of tobacco products to minors; (iii) requires health warning on cigarette
packages; (iv) requires health warning on all tobacco advertising; (v) provides restrictions on
print media advertising, outdoor advertising, advertising in cinemas, etc; (vi) provides restrictions
on tobacco promotions, sponsorships and sampling to persons below 18 years old. The law
prohibits all tobacco advertising on television, cable television and radio beginning 1 January
2007. It also bans cigarette and tobacco companies from sponsoring any sport, concert, cultural
art or event beginning 2008.

The commitment of the government to protect the health of the Filipinos from tobacco-related
diseases as contained in RA N0.9211 above is further strengthened when the Philippine Senate
ratified, by a unanimous vote in 27 February 2005, the Framework Convention on Tobacco
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Control (FCTC). The FCTC is an international law adopted by the World Health Organization
(WTO) on 21 May 2003 and signed by the Philippines on 23 September 2003. By ratifying the
international treaty, the government has taken a major step forward in the worldwide battle
against death and diseases caused by tobacco. The FCTC aims to “protect the present and future
generations from the devastating health, social, environmental and economic consequences of
tobacco consumption and exposure to tobacco smoke by providing measures to reduce
continually and substantially the prevalence of tobacco use and exposure to tobacco smoke”.
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IMPACT OF AFTA-CEPT TRADE LIBERALIZATION

Barriers to trade in tobacco and tobacco products increase the price of these products. Given the
inverse relationship between price and consumption, higher prices will lead to reduced cigarette
smoking and lower use of tobacco products. The reduced cigarette consumption, in turn, will
lead to improved health and to reduced health cost. With trade liberalization, however, the
opposite will happen. The study by Taylor et. al. (2000) has shown that, indeed, the reduction of
high tariffs and non-tariff barriers to trade in tobacco, as a result of a variety of bilateral, regional
and multilateral trade agreements, has expanded global trade in tobacco and tobacco products and
contributed to the sharp increase in tobacco use in many low-income and middle-income
countries. This was largely the outcome of the lower price of cigarette imports arising from trade
liberalization. The same study shows that the increased competition in the domestic tobacco
markets, brought about by the lower price of cigarette imports, was also accompanied by
extensive advertising campaigns and promotion of tobacco products. The latter reflects the
efforts of the new entrants in the industry in trying to gain a share of the open market and the
increased activity of existing firms in order to maintain their market share in the more
competitive environment. The decline in price and the positive impact of advertising on demand
resulted to the increase in cigarette smoking.

This section of the paper discusses the impact of trade liberalization from the AFTA-CEPT
scheme on the demand for cigarettes and the consequent impact on health. While many studies
have already been undertaken on the impact of AFTA in the Philippines, these studies dealt with
issues concerning efficiency and competitiveness. Thus far, no study has been undertaken in the
Philippines on AFTA’s impact on the demand for cigarettes.

Methodology. The responsiveness of the demand for cigarette to a lowering of trade barriers in
AFTA depends not only on the price elasticity of demand but also on the share of all taxes in the
structure of the purchase price of cigarettes. The purchase price of locally produced cigarettes is
composed of factory price, excise tax and value added tax. For imported cigarettes, the purchase
price is composed of the c.i.f. price, import tariff, excise tax and value added tax. Following the
discussion in the preceding section on taxes levied on tobacco products, the price structure is as
follows:

PE=[PP(1+t) +t] (1+1)

Where:
P® = purchase price of cigarettes
P° = factory price of local cigarettes or import price of cigarettes
t, = tariff rate (i.e. CEPT rate); zero for local cigarettes
te = excise tax (i.e. specific tax)
t, = value added tax

The above equation will be used in estimating the percentage change in the purchase price arising
from a reduction in the CEPT rate. Based on available data on retail price of cigarettes, excise
tax for local cigarettes is about 24-29 percent of the purchase price, depending on the cigarette

20




classification. For imported cigarettes, excise tax is about 24-24.5 percent for very-high-priced
cigarettes and 10-11 percent for high-priced cigarettes.

To estimate the effect on demand for cigarettes arising from a reduction in tariff, estimates on the
price elasticity of demand is needed. The price elasticity is defined as the percentage change in
the quantity purchased, divided by the percentage change in the price of the product. Since there
are no available studies on the demand function for tobacco in the Philippines, this study will
make use of the estimates of Isra (2003) on Thailand, which is -0.3925. Other estimates for
developing countries are within the range of -0.5 to -1.0 (Chaloupka, etc., 2000). However, this
study will use Isra’s estimates given the similarity of Thailand and Philippines in many economic
aspects. The finding of Isra (2000) shows that demand for tobacco is very inelastic. This means
that a decrease in price will increase cigarette consumption. Also, given the four-tier tax system
in the Philippines, this study will assume that the price elasticity is the same for all classification
of cigarettes.

To estimate the effect of tariff reduction on mortality and economic loss, this study will make use
of the parameters estimated in the studies in Tobacco Control for Developing Countries.

Impact of AFTA-CEPT. The analysis is based on two policy simulations. The first simulation
involved the reduction of the CEPT rate from its 2000 level of 11.67 percent to 5 percent and 0
percent, and using the excise tax rate prior to the implementation of RA No0.9334. The second
simulation involved the same reduction in the CEPT rate, but using the new excise tax rate under
RA N0.9334. The results are shown in Table 28.

Under the first simulation, the reduction of tariff rate from 11.67 percent to 5 percent leads to a
5.45 percent decrease in cigarette retail price and a 2.14 percent increase in demand. This
translates to an increase in consumption of 0.0490 pack per adult or 2.6432 million packs for the
adult population. Equivalently, total consumption per adult is 2.3375 packs or a total of 126.14
million packs for the adult population. The increase in consumption will lead to a 93.85 net
increase in smoking attributable death twenty years from change in tariff.

On the other hand, a complete elimination of tariff rate (i.e. reduction from 11.67 % to 0%) leads
to a much larger decrease in retail price of 9.54 percent and consequently, to a larger increase in
demand of 3.74 percent. Cigarette consumption for the adult population will be larger by 4.62
million packs, or a total consumption of 128.124 million packs. This is 1.57 percent larger than
when tariff remains at 5 percent. The increase in consumption also increases the change in
smoking attributable death twenty years from change in tariff to 95.32.

Under the second simulation, a reduction in the CEPT rate but coupled with an increase in the
excise tax leads to a lower decrease in the retail price and hence, lower increase in demand
compared to the first scenario where there is no change in the excise tax . The reduction in tariff
from 11.67 percent to 5 percent results to a reduction in price of 4.10 percent. The decline is 25
percent lower than the result in the first simulation. Similarly, the resulting increase in cigarette
consumption of 1.61 percent is also lower than in the first simulation by 25 percent. The increase
in demand for the adult population is 3.97 million packs or a total consumption of 125.49 million
packs.
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On the other hand, a zero tariff rate, when implemented with an increase in the excise tax, leads
to a lower decrease in the retail price and hence, a lower increase in demand. The reduction in
tariff decreases the price by 8.19 percent, compared to 9.54 percent when there is no change in
the excise tax. This translates to an increase in demand by 3.21 percent, which is lower than the
3.74 percent increase with a no change in excise tax. Total cigarette consumption increased to
127.47 million, which is 1.58 percent higher than under a 5 percent tariff rate.
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SUMMARY AND POLICY RECOMMENDATIONS

Given the commitments of the country in its bilateral, regional and multilateral trade agreements
and its own unilateral liberalization policies, trade liberalization in the country is expected to
continue. A number of bilateral trade agreements are either currently being studied, discussed or
negotiated. This includes the RP-Japan Free Trade Area, RP-China Free Area, RP-US Free
Trade Area and the RP-Taiwan Free Trade Area. Given also that tobacco and tobacco products
are not exempted from liberalization in these trade agreements, trade in tobacco and tobacco use
in the country are expected to increase, unless tobacco control measures are implemented
together with the reduction in trade barriers.

The findings in this study show that the reduction in the CEPT rate of cigarettes lowers the retail
price and hence, leads to an increase in demand and consumption of cigarette. The findings also
show that the reduction in price and the increase in consumption are much larger with the
complete elimination of the CEPT rate. Given that an increase in cigarette consumption leads to
an increase in health-care cost and tobacco-related deaths, the government needs to implement
policies that will offset the decrease in price due to tariff reduction.

One important policy area is taxation. Taxes are important components of cigarette price as
shown earlier by the cigarette price structure.  Since tobacco has an inelastic demand, the
majority of the taxes levied on it are paid for by the consumers rather than the manufacturers.
Thus, an increase in tax will lead to a decrease in cigarette/tobacco consumption. This is
confirmed by the findings of this study, which show that a reduction or elimination of tariff
coupled with an increase in excise tax leads to a much lower decrease in price and increase in
demand. This is also consistent with the study by Ranson, et. al. (2000) which showed that tax
increases that will increase the price of tobacco are effective in increasing the number of smokers
who quit smoking and hence, lowers tobacco-related deaths.

The government has recently increased the excise tax with the passing of RA 9334.
However, the implementing rules and regulations of the said law have yet to be formulated. The
government also needs to address the flaws in the said law, as discussed earlier in the paper.
Unless the excise tax is indexed to inflation, the real price of cigarettes will decrease over time,
making it affordable to smokers. Also, there is a need to revise the classification of cigarettes.
The current classification, which is based on the 1996 retail price, enables manufacturers to
classify their cigarettes as low-priced and hence, enjoy low excise tax. If the excise tax is based
on the current retail price, many of the cigarettes will be classified as high-priced and thus, will
be levied higher taxes.

23

>2>




FIGURES

Figure 1. Percent Share in Production of Top
Provinces, Philippines, 1999- 2003
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Figure 3. Volume & Value of Tobacco Production, Philippines, 1990-2003
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Figure 4. Area Harvested of Tobacco,
Philippines, 1999-2003
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Figure 5. Yield of Tobacco, Philippines, 1999-2003
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Figure 6. Gross Value Added of Tobacco Manufacturers and Percent Share in
Total Manufacturing Value Added (at constant 1985 prices)
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Figure 7. Philippine Exports of Tobacco to ASEAN and Non-ASEAN, by Product, 1996-2003
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Figure 8. Philippine Imports of Tobacco to ASEAN and Non-ASEAN, by Product, 1996-2003
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Figure 9. Percent Share of Tobacco Tax Revenue to
Total Tax Revenue, Philippines, 1993-2003
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Figure 10. PERSONAL CONSUMPTION EXPENDITURES BY PURPOSE
(Percentage Distribution at Current Prices, 2003)
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Figure 11. Per Capita Consumption Philippines,
1990-2003 (sticks)
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TABLES

Table 1. Production of Tobacco, by Use, Philippines, 1990-2003

Year Quantity (MT) % Share
Production Exports Domestic Exports Domestic
1990 81,722 12,100 69,622 14.8 85.2
1991 85,182 24,200 60,982 28.4 71.6
1992 117,899 18,210 99,689 15.4 84.6
1993 104,786 17,210 87,576 16.4 83.6
1994 56,900 11,930 44,970 21.0 79.0
1995 63,706 19,146 44,560 30.1 69.9
1996 64,861 18,176 46,685 28.0 72.0
1997 65,292 18,171 47,121 27.8 72.2
1998 61,952 13,191 48,761 21.3 78.7
1999 51,693 17,638 34,055 34.1 65.9
2000 49,529 9,712 39,817 19.6 80.4
2001 48,173 9,733 38,440 20.2 79.8
2002 50,174 11,731 38,443 23.4 76.6
2003 52,902 12,252 40,650 23.2 76.8

Source of basic data: USDA/FAS; Bureau of Agricultural Statistics

Table 2. Production of Cigarettes, by Use, Philippines, 1990-2003

Year Quantity (million pieces) % Share
Production | Exports | Domestic Use | Exports | Domestic Use

1990| 71,750 3,840 67,910 5.4 94.6
1991 70,710 3,150 67,560 4.5 95.5
1992| 67,710 1,400 66,310 2.1 97.9
993 71,350 1,700 69,650 2.4 97.6
1994| 65,100 1,531 63,569 2.4 97.6
1995| 57,000 897 56,103 1.6 98.4
1996/ 79,000 2,279 76,721 2.9 97.1
1997| 68,550 975 67,575 1.4 98.6
1998| 75,000 1,500 73,500 2.0 98.0
1999| 68,620 1,500 67,120 2.2 97.8
2000| 73,156 3,105 70,051 4.2 95.8
2001| 79,000 3,360 75,640 4.3 95.7
2002| 81,000 3,000 78,000 3.7 96.3
2003| 84,000 3,400 80,600 4.0 96.0

Source of basic data: USDA/FAS; Bureau of Agricultural Statistics
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Table 3. Percent Share of Philippines in World and ASEAN Cigarette Production, 1993 - 2003

Year

Quantity (million Pieces)

% Share in total ASEAN production

% Share in World production

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

71,350
65,100
57,000
79,000
68,550
75,000
68,620
73,156
79,000
81,000
84,000

21.52
18.81
16.29
19.33
16.52
18.93
16.09
16.66
17.97
19.50
20.62

1.35
1.19
1.02
1.39
1.21
1.34
1.24
1.30
1.40
1.45
1.48

Source of basic data: USDA/FAS

Table 4. Estimated Employment Generated by the Tobacco Industry, 1990-2003

. 2002 2003
Estimated Employment Generated No. |% Distribution| No. % Distribution
Production Level (Farmers' level) 641,615 32.5 629,349 36.3

Trading/Buying Level 86,675 4.4 61,260 3.5
Local Cigarette Manufacturer/Cigar Maker Level | 210,000 10.6 8,250 0.5
Local Marketing Level 1,032,120 52.3 1,032,120 59.5
Government Sector 4,250 0.2 3,750 0.2
Total 1,974,660 100.0 1,734,729 100.0

Source: National Tobacco Administration
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Table 5. Philippine Exports of Tobacco, 1995-2003

Year V A LU E (US$ Million) Percentage Distribution (%)

Tobacco Leaves Tobacco Cigars & Total Tobacco Leaves Tobacco Cigars & Total

Manufactures cigarettes Manufactures cigarettes

1995 20.5 0.1 7.3 27.9 73.4 05 26.1 100.0
1996 29.0 0.4 8.2 37.6 77.1 1.0 21.9 100.0
1997 29.5 1.8 8.7 40.0 73.7 45 21.8 100.0
1998 21.8 0.5 8.0 30.3 72.0 1.6 26.3 100.0
1999 32.0 1.9 13.7 47.6 67.1 4.0 28.9 100.0
2000 15.5 2.6 16.6 34.8 44.7 75 47.9 100.0
2001 15.2 2.3 16.5 34.0 44.7 6.7 48.5 100.0
2002 22.2 0.4 14.4 37.0 60.0 1.0 38.9 100.0
2003 16.9 1.2 39.7 57.7 293 20 68.7 100.0

Source: DTI-BETP
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Table 6. Percent Share of Tobacco to Total Philippine Exports and Exports to ASEAN, 1995 - 2003

Year | Total Philippine Philippine Exports of Tobacco Total Philippine Exports to| Philippine Exports of Tobacco to ASEAN
Exports (US$000) Amount % Share Asean (US$000) Amount %Share
(US$000) (US$000)
1995 17,447,186.1 27,939.4 0.160 2,367,262 2495.306 0.105
1996 20,542,546.4 37,624.9 0.183 2,970,698 4355.069 0.147
1997 25,227,717.9 40,002.7 0.159 3,436,272 6223.156 0.181
1998 29,496,352.7 30,253.5 0.103 3,821,034 4436.325 0.116
1999 35,032,669.8 47,620.8 0.136 4,988,213 11334.148 0.227
2000 38,077,950.9 34,785.4 0.091 5,981,702 12420.866 0.208
2001 32,150,202.7 34,006.2 0.106 4,985,554 10507.283 0.211
2002 35,208,158.7 37,031.0 0.105 5,529,686 4491.212 0.081
2003 36,231,205.4 57,717.0 0.159 6,581,681 32688.55 0.497

Source: DTI-BETP
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Table 7. Percentage Distribution of Philippine Tobacco Exports
to ASEAN & Non-ASEAN, by Product, 1995-2003 (%0)

Year Tobacco | Tobacco Cigars & | Total ASEAN
Leaves |Manufactures| cigarettes
ASEAN
1995 12.9 5.7 81.5 100.0
1996 19.9 8.9 71.2 100.0
1997 17.7 29.1 53.2 100.0
1998 27.2 9.4 63.4 100.0
1999 37.0 16.9 46.2 100.0
2000 23.1 20.9 56.0 100.0
2001 29.4 21.7 48.9 100.0
2002 32.7 8.3 59.0 100.0
2003 11.6 3.6 84.8 100.0
NON-ASEAN

1995 79.4 0.0 20.6 100.0
1996 84.6 0.0 15.4 100.0
1997 84.0 0.0 16.0 100.0
1998 79.7 0.3 20.0 100.0
1999 76.5 0.0 23.5 100.0
2000 56.7 0.0 43.3 100.0
2001 51.6 0.0 48.4 100.0
2002 63.8 0.0 36.2 100.0
2003 52.3 0.0 47.7 100.0

Source: DTI-BETP
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Table 8. Philippine Exports to ASEAN, by Country, Tobacco Leaves, 1995-2003

Year Brunei |Cambodia|Indonesia| Laos | Malaysia | Myanmar | Singapore | Thailand | Vietham |Total ASEAN
\Value of Exports (US$000)
1995 - - - - - - 320.8 - 320.8
1996 - - 343.3 473.1 - 49.9 - - 866.3
1997 - - 37.9 630.4 - 435.3 - - 1,103.6
1998 - - - - 120.6 1,085.0 - - 1,205.7
1999 - - - 2,225.1 1,286.5 614.8 - 65.3 4,191.7
2000 103.7 - - 714.3 316.0 1,167.3 - 564.1 2,865.4
2001 - - 6.9 1,473.8 258.6 1,289.5 - 57.2 3,085.9
2002 - - - 273.7 - 1,175.2 - 19.9 1,468.8
2003 - 2.3 915.2 1,425.6 - 1,438.0 7.2 - 3,788.3
Percentage Distribution (%)
1995 - - - - - - 100.0 - 100.0
1996 - - 39.6 54.6 - 5.8 - - 100.0
1997 - - 3.4 57.1 - 39.4 - - 100.0
1998 - - - 0.0 10.0 90.0 - - 100.0
1999 - - - 53.1 30.7 14.7 - 1.6 100.0
2000 3.6 - - 24.9 11.0 40.7 - 19.7 100.0
2001 - - 0.2 47.8 8.4 41.8 - 1.9 100.0
2002 - - - 18.6 - 80.0 - 1.4 100.0
2003 - 0.1 24.2 37.6 - 38.0 0.2 - 100.0

Source: DTI-BETP
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Table 9. Philippine Exports to ASEAN, by Country, Cigars & Cigarettes, 1995-2003

Year Brunei |Cambodia|lndonesia| Laos | Malaysia | Myanmar | Singapore | Thailand | Vietnam |Total ASEAN
\Value of Exports (US$000)
1995 177.6 - - - 482.5 - 209.0 - 1,164.1 2,033.3
1996 177.7| 1,312.8 - - 800.4 - 17.6 119.1 672.0 3,099.6
1997 107.3 - - - 728.3 - 951.3 3.7 1,520.0 3,310.6
1998 106.7 - 1.4 - 723.1 - 241.0 11.5 1,729.5 2,813.2
1999 94,5 - 2.5 - 596.7 45.5 517.6 2,761.9| 1,213.6 5,232.3
2000 60.2 - - - 276.7 - 2,108.5 3,967.7 541.1 6,954.3
2001 50.0 - - - 4245 38.8) 1,801.7 2,383.4 440.7 5,139.1
2002 24.6 - 15 - 439.9 - 260.4 1,638.1 284.8 2,649.4
2003 47.8 - 58.6 29.4 644.1 - 1,196.6| 23,566.7| 2,182.3 27,7255

Percentage Distribution (%0)

1995 8.7 - - - 23.7 - 10.3 - 57.3 100.0
1996 5.7 42.4 - - 25.8 - 0.6 3.8 21.7 100.0
1997 3.2 - - - 22.0 - 28.7 0.1 45.9 100.0
1998 3.8 - 0.1 0.0 25.7 - 8.6 0.4 61.5 100.0
1999 1.8 - - - 114 0.9 9.9 52.8 23.2 100.0
2000 0.9 - - - 4.0 - 30.3 57.1 7.8 100.0
2001 1.0 - - - 8.3 0.8 35.1 46.4 8.6 100.0
2002 0.9 - 0.1 - 16.6 - 9.8 61.8 10.7 100.0
2003 0.2 - 0.2 0.1 2.3 - 4.3 85.0 7.9 100.0

Source: DTI-BETP
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Table 10. Philippine Exports to ASEAN, by Country, Tobacco Manufactures, 1995-2003

Year Brunei |Cambodia| Indonesia | Laos | Malaysia | Myanmar | Singapore | Thailand | Vietnam | Total ASEAN
\Value of Exports (US$000)
1995 - - 141.3 - - - - - - 141.3
1996 - - 389.1 - - - - - - 389.1
1997 - - - - - 1,809.0 - - - 1,809.0
1998 - - - - 20.0 2615 - - 136.0 417.5
1999 - - - - - 1,442.6 - - 467.6 1,910.1
2000 - - - - - 2,534.1 4.9 - 62.1 2,601.2
2001 - - 50.2 - - 2,232.1 - - - 2,282.3
2002 - - 271.7 - - 101.3 - - - 373.0
2003 - - 1,174.8 - - - - - - 1,174.8
Percentage Distribution (%0)

1995 - - 100.0 - - - - - - 100.0
1996 - - 100.0 - - - - - - 100.0
1997 - - - - - 100.0 - - - 100.0
1998 - - - - 4.8 62.6 - - 32.6 100.0
1999 - - - - - 75.5 - - 24.5 100.0
2000 - - - - - 97.4 0.2 - 2.4 100.0
2001 - - 2.2 - - 97.8 - - - 100.0
2002 - - 72.8 - - 27.2 - - - 100.0
2003 - - 100.0 - - 0.0 - - - 100.0

Source: DTI-BETP
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Table 11. Philippine Imports of Tobacco, 1996-2003

Year Value (US$ Million) Percentage Distribution (%0)
Tobacco Leaves| Tobacco |Cigars &|Total Tobacco Tobacco |Cigars &|Total
Manufactures|cigarettes Leaves Manufactures|cigarettes
1996 64.3 0.0 8.9 73.2 87.8 0.0 12.2 1100.0
1997 121.1 0.0 20.4 (1415 85.6 0.0 14.4 1100.0
1998 74.4 0.0 | 329 |107.3 69.3 0.0 30.7 1100.0
1999 103.3 - 25.2 |128.5 80.4 - 19.6 1100.0
2000 102.1 0.2 | 38.7 |141.0 72.4 0.1 275 1100.0
2001 60.6 0.5 | 88.8 [149.8 40.4 0.3 59.2 [100.0
2002 71.0 54 | 109.1 |185.4 38.3 29 58.8 1100.0
2003 87.1 9.7 96.0 (192.8 45.2 5.0 49.8 100.0

Source: DTI-BETP
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Table 12. Percent Share of Tobacco to Total Philippine Imports and Imports to ASEAN, 1996 - 2003

Year | Total Philippine Imports Philippine Imports of Tobacco Total Philippine Imports from |  Philippine Imports of Tobacco to ASEAN
(US$000) Amount % Share Asean (US$000) Amount %Share
(US$000) (US$000)

1996 33,028,719 73,191.3 0.222 4,070,535 1640.475 0.040
1997 35,933,821 141,466.0 0.394 4,873,653 3546.01 0.073
1998 29,659,875 107,348.8 0.362 4,429,024 7220.074 0.163
1999 30,723,145 128,502.8 0.418 4,459,018 13059.885 0.293
2000 34,490,873 141,002.7 0.409 5,363,495 21888.775 0.408
2001 33,057,160 149,822.9 0.453 5,123,897 51371.909 1.003
2002 35,426,508 185,394.6 0.523 5,730,104 70591.575 1.232
2003 37,496,503 192,836.9 0.514 6,398,136 51171.175 0.800

Source: DTI-BETP
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Table 13. Philippine Imports from ASEAN, by Country, Tobacco Leaves, 1996-2003

Year Brunei |Cambodia| Indonesia | Laos | Malaysia |Myanmar|Singapore| Thailand | Vietnam |Total ASEAN
\Value of Exports (US$000)
1996 - - 672.1 15 - - 441.3 - 1,115.0
1997 - - 467.2 76.7 - 64.0| 1,093.2 - 1,701.1
1998 - - 788.8 35.8 - 209.7 452.5 - 1,486.7
1999 - - 2,982.1 1,565.3 - 175.4| 1,882.2 - 6,605.1
2000 - - 1,885.5 1,585.2 - 90.2| 1,200.8 - 4,761.7
2001 - - 569.9 2,020.9 - - 1,341.7 - 3,932.6
2002 - - 5,347.3 1,769.5 - 1.9 1,2255 - 8,344.1
2003 - 44| 3,284.0 2,381.2 - 119.8| 6,889.2| 2,202.4| 14,881.0
Percentage Distribution (%6)
1996 - - 60.3 0.1 - - 39.6 - 100.0
1997 - - 27.5 4.5 - 3.8 64.3 - 100.0
1998 - - 53.1 2.4 - 14.1 30.4 - 100.0
1999 - - 45.1 23.7 - 2.7 28.5 - 100.0
2000 - - 39.6 33.3 - 1.9 25.2 - 100.0
2001 - - 14.5 51.4 - - 34.1 - 100.0
2002 - - 64.1 21.2 - 0.0 14.7 - 100.0
2003 - 0.0 22.1 16.0 - 0.8 46.3 14.8 100.0

Source: DTI-BETP
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Table 14. Philippine Imports from ASEAN, by Country, Cigars & Cigarettes, 1996-2003

Year Brunei |Cambodia|Indonesia| Laos | Malaysia |[Myanmar| Singapore Thailand | Vietnam |Total ASEAN
Value of Imports (US$000)
1996 - - 525.5 - - - - - 525.5
1997 - - 0.7 137.4 - 1,271.6 435.2 - 1,844.9
1998 - - 127.5 3,593.1 - 2,000.7 12.1 - 5,733.3
1999 - - 46.6 616.6 - 5,791.6 - - 6,454.8
2000 - - - 315.9 - 16,728.5 63.0 - 17,107.4
2001 - - 10.7 1,230.7 - 46,046.8 - 12.0 47,300.3
2002 - 638.4 191.6 1,156.0 - 59,904.7 - 300.0 62,190.7
2003 - 159.6 682.6 4,536.6 - 29,854.6 - 959.8 36,193.2
Percentage Distribution (%)
1996 - - 100.0 - - - - - 100.0
1997 - - 0.0 7.4 - 68.9 23.6 - 100.0
1998 - - 2.2 62.7 - 34.9 0.2 - 100.0
1999 - - 0.7 9.6 - 89.7 - - 100.0
2000 - - - 1.8 - 97.8 0.4 - 100.0
2001 - - 0.0 2.6 - 97.4 - 0.0 100.0
2002 - 1.0 0.3 1.9 - 96.3 - 0.5 100.0
2003 - 0.4 1.9 12.5 - 82.5 - 2.7 100.0

Source: DTI-BETP

40




Table 15. Balance of Trade, Tobacco, Philippines, 1996-2003 (US$000)

Year Tobacco [Tobacco Manufactures| Cigars & cigarettes Total
Leaves
TOTAL
1996 (35,270.9) 372.2 (667.7) (35,566.4)
1997 (91,596.2) 1,794.2 (11,674.6) (101,476.5)
1998 (52,638.3) 495.2 (24,952.1) (77,095.3)
1999 (71,298.8) - (11,493.4) (80,882.1)
2000 (86,556.4) 2,440.2 (22,101.1) (106,217.3)
2001 (45,370.6) 1,813.6 (72,259.8) (115,816.7)
2002 (48,718.9) (5,004.5) (94,640.2) (148,363.6)
2003 (70,234.6) (8,561.5) (56,323.8) (135,119.9)
ASEAN
1996 (248.6) 389.1 2,574.1 2,714.6
1997 (597.5) 1,809.0 1,465.7 2,677.1
1998 (281.1) 417.5 (2,920.1) (2,783.7)
1999 (2,413.3) 1,910.1 (1,222.5) (1,725.7)
2000 (1,896.3) 2,581.4 (10,153.1) (9,467.9)
2001 (846.6) 2,143.2 (42,161.2) (40,864.6)
2002 (6,875.3) 316.2 (59,541.3) (66,100.4)
2003 (11,092.7) 1,077.8 (8,467.7) (18,482.6)
NON-ASEAN

1996 (35,022.3) (16.9) (3,241.8) (38,281.0)
1997 (90,998.7) (14.7) (13,140.3) (104,153.7)
1998 (52,357.2) 77.7 (22,032.0) (74,311.5)
1999 (68,885.4) 1,910.1 (10,270.9) (79,156.3)
2000 (84,660.2) (141.2) (11,948.1) (96,749.4)
2001 (44,523.9) (329.6) (30,098.6) (74,952.1)
2002 (41,843.6) (5,320.8) (35,098.9) (82,263.3)
2003 (59,141.8) (9,639.3) (47,856.1) (116,637.2)

Source: DTI-BETP
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Table 16. Excise Taxes, Duties and Other Fees Collected on Tobacco and
Tobacco Products

Particulars 2002 2003
Amount % Amount %
Excise Tax® 20,821.3 80.1  20,548.1 80.1
Inspection Fees 11.3 0.0 9.3 0.0
Other fees” 0.5 0.0 4.4 0.0
Customs Duties 686.8 2.6 696.4 2.7
Value-Added Tax 1,064.6 4.1 1,031.3 4.0
Research & Regulation Fees 23.4 0.1 23.6 0.1
Licensing and Processing Fees 1.0 0.0 1.0 0.0
Corporate Taxes* 3,391.3 13.0 3,347.1 13.0
Grand Total 26,000.4, 100.00 25,661.60 100.0

Note: * -Estimated
a. Cigars and Cigarettes
b. Sale of Tobacco & other crops, classification/service fees and commodity fees (export)

Source: The Philippine Tobacco: Facts and Figures 2002 and 2003, National Tobacco
Administration

Table 17. Consumption of Cigarettes, by Source, Philippines, 1990-2003

Year Quantity (million pieces) % Share
Consumption Imports Domestic Imports Domestic

1990 68,386 476 67,910 0.7 99.3
1991 68,160 600 67,560 0.9 99.1
1992 67,145 835 66,310 1.2 98.8
1993 76,520 6,870 69,650 9.0 91.0
1994 77,549 13,980 63,569 18.0 82.0
1995 60,508 4,405 56,103 7.3 92.7
1996 77,779 1,058 76,721 1.4 98.6
1997 69,201 1,626 67,575 2.3 97.7
1998 75,000 1,500 73,500 2.0 98.0
1999 71,620 4,500 67,120 6.3 93.7
2000 72,665 2,614 70,051 3.6 96.4
2001 81,190 5,550 75,640 6.8 93.2
2002 84,000 6,000 78,000 7.1 92.9
2003 87,100 6,500 80,600 7.5 92.5

Source of basic data: USDA/FAS; Bureau of Agricultural Statistics

42



Table 18. Smoking Prevalence, Adult & Youth (Male & Female), 1998-2002

Year Population Adult Smoking (%) Youth Smoking (%)
(thousands) Total | Male Female Total | Male Female

1998 72,950 32.6 54.0 12.6 - - -
1999 74,460 - - - - - -
2000 75,970 32.4 53.8 11.0 23.3 31.2 17.2
2001 77,480 235 50.6 7.9 27.1 33.0 13.0
2002 78,980 - - - - - -

Source: Department of Health & World Health Organization

Table 19. Prevalence of Tobacco Use among Students Aged 13-15 Years, by Sex and Year,
Philippines, 2000 and 2003(%0)

2000 2003
Tobacco use Total Boys Girls | Total Boys Girls
Ever smoked cigarettes 428 570 320 |419 542 320
First smoked cigarettes before aged 10 years 129 11.0 154 | 127 123 127
Current cigarette smoker 216 326 129 |[150 218 838
Current user of other tobacco products 136 183 95 8.2 109 55
Never smokers likely to initiate smoking in the nextyear | 26,5 322 23.7 | 13.8 144 132

Source: World Health Organization Global Youth Tobacco Survey
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Table 20. Prevalence of Factors Influencing Tobacco Use among Students Aged 13-15
Years, by Sex and Year, Philippines, 2000 and 2003 (%0)

2000 2003

Factor Total Boys Girls | Total Boys Girls
Exposure to smoke

One or more parents smoke 56.3 55.0 57.0 |557 534 572

Best friend smokes 106 151 65 |122 190 6.7

Exposed to smoke in public places 746 745 752 |59.0 59.0 589

Supports ban on smoking in public places 39.2 434 368 [887 87.0 90.6
School

Taught dangers of smoking in school 58.6 569 612 |68.0 66.7 69.8

Media/Advertising

Saw anti-tobacco media message during the past 30 days 834 811 860 | 903 879 922
Saw pro-tobacco message on billboards during the past 30

days 844 839 856|876 863 89.1
Saw pro-tobacco message in newspaper or magazines
during the past 30 days 804 798 817|817 815 817

Has an object that features the logo of a tobacco company 178 222 141 | 164 221 117

Cessation
Wants to quit smoking 848 851 837 [882 883 879
Dependent on tobacco (wants to have first cigarette <30
minutes after waking) 7.2 72 51| 38 41 19

Access
Not refused purchase when buying tobacco products from
a store 466 474 439 | 628 60.2 66.3
Offered free cigarettes from a tobacco company

representative 176 227 132 | 139 20.3 8.6
Source: World Health Organization Global Youth Tobacco Survey
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Table 21. Annual Productivity Losses from Smoking, Computed from Four
Tobacco-Related Diseases, 1999
Tobacco-Related Average Number of Total Losses Cost of Lost Work
Diseases Days Spent Out of Work Days Days
of Work

Lung Cancer 77.17 169,504.81 42,376,203.45
Chronic Obstructive Pulmonary Disease 10.64 387,447.76 96,861,940.48
Coronary Artery Disease 27.93 1,648,440.42 412,110,104.28
Cardiovascular Disease 27.93 7,747,225.98 436,813,996.19

Total 9,952,618.97 988,162,244.40
Source: Cigarette Smoking in the Philippines (Dans, 1999).

Table 22. Annual Health Care Costs from Smoking, Computed from Four Tobacco-Related Diseases, 1999

Tobacco-Related Average Health Care Cost Total Cost
Diseases Per Individual With Disease Per Disease
(PhP)
Lung Cancer *192,597.00 ****%816,256,674.77
**82,012.00
**%409,297.00
**%%18,036.00
Chronic Obstructive Pulmonary Disease 79,038.00 4,889,519,415.97
Coronary Artery Disease 147,107.50 13,150,113,423.75
Cardiovascular Disease 85,567.00 8,376,014,580.84
Total 27,231,904,095.33

Thoracotomy cost*

Radiotherapy cost**

Chemotherapy cost***

Usual care cost after chemotherapy/radiotherapy or surgery****

Cost for lung cancer is the average cost for thoracotomy, radiotherapy, and chemotherapy plus usual care cost*****

Source: Cigarette Smoking in the Philippines (Dans, 1999).
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Table 23. Mortality from Cancer, Respiratory and Circulatory Disease,
Philippines, 1996

Male Female
Disease Number Rate Number Rate Ages
Trachea, lung and
bronchus cancer 3811 52.3 1281 16.6 35+
Lip, oral cavity, and
pharynx cancer 1000 14.2 635 8.6 35+
Respiratory disease 7384 120.7 3574 52.5 35+
Ischemic heart disease 16507 257.0 11141 177.1 35+
Stroke 12467 204.8 9825 150.4 35+
Other diseases of the
circulatory system 7737 135.4 6803 107.0 35+
All causes 144931 2265.2 103311 1553.7 35+

Note: Number of deaths/World age-standardized mortality rate per 100,000 population

Source: Tobacco Control Country Profiles (WHO, 2000).
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Table 24. TRP Tariff Rates, 1993-2004 (%)

HDG. H.S. Description RATE OF DUTY (%)
No. Code 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
2401 - Unmanufactured tobacco; tobacco refuse
2401.10 00 -Tobacco, not stemmed/stripped 10.00 7.00 7.00 5.00
2401.10 10 --Virginia type:
2401.10 11 ---Leaf tobacco wrapper 50.00 50.00 50.00 30.00 20.00 20.00 10.00 10.00
2401.10 19 ---Other 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00
2401.10 90 --Other type:
2401.10 91 ---Leaf tobacco wrapper 50.00 50.00 50.00 30.00 20.00 20.00 10.00 10.00
2401.10 99 ---Other 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00
2401.20 00 -Tobacco, partly or wholly stemmed/stripped 10.00 7.00 7.00 5.00
2401.20 10 --Virginia type:
2401.20 11 ---Leaf tobacco wrapper 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00
2401.20 19 ---Other 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00
2401.20 90 --Other type: >>
2401.20 91 ---Leaf tobacco wrapper 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00
2401.20 99 ---Other 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00
2401.30 00 -Tobacco refuse 50.00 50.00 50.00 30.00 20.00 20.00 20.00 20.00 10.00 7.00 7.00 5.00
2402 - Cigars, cheroots, cigarillos and cigarettes, of tobacco or of tobacco substitutes
2402.10 00 -Cigars, cheroots and cigarillos, containing tobacco 50.00 50.00 50.00 30.00 30.00 20.00 20.00 20.00 10.00 7.00 7.00 5.00
2402.20 00 -Cigarettes containing tobacco 50.00 50.00 50.00 30.00 30.00 20.00 20.00 20.00 10.00 7.00 7.00 5.00
2402.90 00 -Other 50.00 50.00 50.00 30.00 30.00 20.00 20.00 20.00 10.00 7.00 7.00 5.00

2403 - Other manufactured tobacco and manufactured tobacco substitutes; ""homogenised’ or ""reconstituted’ tobacco; tobacco extracts and essences

2403.10 00 -Smoking tobacco, whether or not containing

tobacco substitutes in any proportion 50.00
-Other:
2403.91 00 --"Homogenised" or "reconstituted" tobacco 20.00
2403.99 00 --Other
2403.99 10 ---Tobacco extracts and essences, tobacco lyes and tobacco
sauces; tobacco flour and tobacco powder 20.00
2403.99 90 ---Other 50.00

50.00

20.00

20.00
50.00

50.00 30.00 20.00 20.00 20.00

20.00 10.00 10.00

20.00 10.00 10.00
50.00 30.00 20.00 20.00 20.00

3.00 3.00

3.00 3.00

20.00

3.00

3.00
10.00

10.00

3.00
3.00

7.00 7.00
3.00 3.00
3.00 3.00

5.00

3.00
3.00

Source: Tariff Commission
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Table 25. CEPT Rates, By Product, Tobacco, ASEAN, 1995-2003

HS Code/Country 1995 1996 1997 1998 1999 2000 2001 2002 2003
2401 - Tobacco, Unmanufactured; Tobacco Refuse

Brunei - - - - - - - - -
Cambodia - - - - - - - - -
Indonesia 10.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 2.00
Laos - - - - - - 0.00 0.00 5.00
Malaysia - - - - - - - - -
Myanmar - - - - - - - - -
Philippines - - - - 15.00 10.00 6.00 3.67 3.67
Singapore - - - - - 0.00 0.00 0.00 0.00
Thailand - 25.00 - 20.00 20.00 16.67 16.67 13.33 5.00
Vietnam - - - - - - - - -
2402 - Cigars, Cigarettes Etc., Of Tobacco Or Substitutes

Brunei 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cambodia - - - - - - - - -
Indonesia 25.00 20.00 17.50 15.00 12.50 10.00 7.50 5.00 2.50
Laos - - - - - - 0.00 0.00 30.00
Malaysia - - - - - - - - -
Myanmar - - - - - - - - -
Philippines 50.00 30.00 25.00 20.00 15.00 11.67 8.33 5.00 5.00
Singapore - - - - - 0.00 0.00 0.00 0.00
Thailand 42.50 23.33 - 18.33 18.33 16.00 16.00 13.00 5.00
Vietnam - - - - - - - - -
2403 - Tobacco & Tobacco Subst Mfrs Nesoi; Tobacco Proces Etc.

Brunei 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cambodia - - - - - - - - -
Indonesia 20.00 15.63 14.50 12.50 10.42 7.92 7.08 4.58 2.00
Laos - - - - - - 0.00 0.00 30.00
Malaysia - - - - - - - - -
Myanmar - - - - - - - - -
Philippines 23.75 18.75 15.00 11.50 9.00 7.75 4.00 4.00 4.00
Singapore 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Thailand 52.50 25.00 - 20.00 20.00 18.00 18.00 16.00 5.00
Vietnam - - - - - - - - -
Source: Tariff Commission
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Table 26. Excise Tax Rates for Cigarettes

Cigarette
Classification

Description

Tax Rates

1999

2003

2005

Very High-priced

Cigarettes packed by machine,
with net retail price (excluding
the excise tax and the VAT) of
more than P10 per pack

P12.00/
pack

P13.44/pack

P25/pack

High-priced

Cigarettes packed by machine,
with net retail price (excluding
the excise tax & the VAT) of
more than P6.50 but does not
exceed P10 per pack

P8.00/pack

P8.96/pack

P10.35/pack

Medium-priced

Cigarettes packed by machine,
with net retail price (excluding
the excise tax & the VAT) of
P5 but does not exceed P6.50
per pack

P5.00/pack

P5.60/pack

P6.35/pack

Low-priced

Cigarettes packed by machine,
with net retail price (excluding
the excise tax and the VAT) of
less than P5 per pack

P1.12/pack

P1.12/pack

P2/pack

Source: Statistics Division, Bureau of Internal Revenue (Collection based on GFS Classification)
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Table 27. Excise Tax as Percentage of Net Retail Price

1999 2003 2005
%% of Net Retail Price
\Very-high priced 120.0 134.4 250.0
High-priced 80.0-123.1 89.6 - 137.8 103.5 - 159.2
Medium-priced 76.9 - 100.0 86.2-112.0 97.7-127.0
Low-priced 22.4 22.4 40.0
26 Change, Excise Tax 1999-2003 2003-2005
\Very-high priced 12.0 86.0
High-priced 12.0 155
Medium-priced 12.0 134
Low-priced 0.0 78.6

Source of basic data: Table 26
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Table 28. Effect of Tariff Changes in AFTA-CEPT on Tobacco Consumption and Health,

Philippines
Simulation 1° Simulation 2"

Particulars 5% CEPT Rate' | 0% CEPT Rate | 5% CEPT Rate' |0% CEPT Rate’
"Total Cigarettes Consumed® 123,500,000.00 123,500,000.00 123,500,000.00, 123,500,000.00
Adult Population® 53,965,996.00 53,965,996.00 53,965,996.00 53,965,996.00
Average Percentage Change in
Cigarette Price° -5.4541 -9.5406 -4.1007 -8.1873
Elasticity -0.3925 -0.3925 -0.3925 -0.3925
Net Change in Average Cigarettes
Consumption per Adult 2.3375 2.3742 2.3253 2.3620
Total Change in Cigarette
Consumption 126,143,806.80 128,124,686.59 125,487,763.07| 127,468,691.33
Net Change in Smoking Attributable
Death Twenty Years from Change
in Tariffs 93.85 95.32 93.36 94.84
Net Change In Disability Adjusted
Life Year Lost Twenty Years after
Change -511.87 -909.46 -382.85 -776.46
Notes:
a. Imported cigarettes in 2003 = 6,500 million sticks or 325 million packs (Table 17); 38%

= D Q S o O O T

=~ =

are imported from the ASEAN (Figure 8)

. Includes population 15 years old and over

. Calculated based on the cigarette price structure.

. Based on Isra's estimates (2003)

. Simulation 1: Reduction from 2000 CEPT rate of 11.67 %; excise tax prior to RA 9334.

Reduction in CEPT rate from 11.67% to 5%.

. Reduction in CEPT rate from 11.67% to 0%.
. Simulation 2: Reduction from 2000 CEPT rate of 11.67 %; excise tax under RA 9334.

Reduction in CEPT rate from 11.67% to 5%.
Reduction in CEPT rate from 11.67% to 0%.

. 35-69 in 1990 = 0.0248*no of cigs per adult in 1970
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About SEATCA

The Southeast Asia Tobacco Control Alliance (SEATCA) works

closely with key partners in ASEAN member countries to

generate local evidence through research programs, to enhance

local capacity through advocacy fellowship program, and to be

catalyst in policy development through regional forums and in-country
networking. By adopting a regional policy advocacy mission, it has supported
member countries to ratify and implement the WHO Framework Convention
on Tobacco Control (FCTC)

Contact persons:

Ms. Bungon Ritthiphakdee: SEATCA Director

Email: bungon@seatca.org

Ms. Menchi G. Velasco: SEATCA Research Program Manager

Email: menchi@seatca.org; menchi55@yahoo.com

Southeast Asia Tobacco Control Alliance (SEATCA)

Address: Thakolsuk Apartment Room 2B, 115 Thoddamri Rd., Nakornchaisri
Dusit, Bangkok 10300, THAILAND

Tel./Fax: +662 241 0082

Website: http://www.seatca.org
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