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A Snapshot of the Tobacco Industry in ASEAN Region

l. Introduction

The tobacco industry uses scare tactics to intimidate governments and fight stringent tobacco control
measures, falsely claiming that such measures will cause job loses, kill the industry, and harm government
investments. In reality, regardless of the strength of tobacco regulations, the tobacco business is flourishing
in the ASEAN region spurring transnational tobacco companies (TTCs), in recent years, to acquire or form
joint ventures with local companies to benefit from the lucrative tobacco business and reap bigger profits.

Figure 1. Tobacco company shares of the global cigarette market (%)
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Source: Euromonitor International [database on the Internet]. Cigarettes. Euromonitor International; ¢ 2017.

The future of the tobacco industry is in the developing world, especially in Asia where large numbers of
men smoke, relatively few women smoke, and young people comprise a major segment of national
populations. The ASEAN region has about 122 million smokers and, with a growing young population, is
an emerging market for the tobacco business to exploit and a strong base to expand the industry’s profits.
The world’s top four TTCs and the China National Tobacco Corporation (CNTC) are active in the ASEAN
region and have set up production facilities and plans to further expand their business in the region.

Industry words: Philip Morris International

“In Asia, we operate in 23 markets with a growing population that is already above four billion. Excluding
China, these markets represented a total cigarette volume of approximately 1.1 trillion units in 2015.
Last year, our shipment volume reached 281 billion units, and our operating income was $2.9 billion.”

This snapshot provides quick facts on the tobacco industry in the ASEAN region. Its main reference is the
Tobacco Control Atlas: ASEAN Region?, unless indicated otherwise.



Il. Large transnational tobacco companies increasing sales in the region

The world’s top TTCs, Philip Morris International (PMI), British American Tobacco (BAT), Japan Tobacco
International (JTI) and Imperial (Tobacco) Group have a strong presence in the ASEAN region.
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PMI, the world’s largest TTC has biggest
market share in Indonesia, Philippines and
Singapore and sells its brands in all the
ASEAN countries except Brunei. It acquired
Indonesian local company PT Sampoerna in
2005 and now controls 29% of Indonesia’s
cigarette market where it has several factories
including five hand-rolled cigarette factories.

In the Philippines, PMI merged with then
market leader Fortune Tobacco Corporation
to create Philip Morris Fortune Tobacco
Corporation (PMFTC), which currently has
74% of cigarette market share and two
cigarette manufacturing facilities. BAT has

significant cigarette market share in Malaysia

(58%) and Cambodia (32%) and Myanmar (24%). In Vietnam, both BAT and PMI produce their brands
through joint ventures. Imperial dominates the market in Lao PDR through a local joint venture.

In Thailand and Vietnam the government-owned local tobacco monopolies dominate the cigarette markets.
The Thai Tobacco Monopoly (TTM) controls 71% of the market. Vietham has about 22 companies, mostly
state-owned, such as the main company, Vietham Tobacco General Corporation’s market share, which has

about 59% of market share.

Figure 2. Tobacco industry market shares in ASEAN countries.?
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Tobacco Industry Market Shares in Malaysia
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In the tobacco industry’s own words: Imperial Tobacco on the importance of Cambodia
"We grew volume, share, revenue and profit following another strong performance from Fine".°

lll. Cigarette business - Profitable in the long term

In recent years, tobacco companies have bought into the e-cigarette business and are talking about ‘harm
reduction’ and reduced risk products. In reality the regular cigarette business is so lucrative that the tobacco
companies won’t be giving up this business anytime soon.

Figure 3. Profits of the top four transnational tobacco companies, 2017 (USD billions)
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Source: PMI Annual Report 2017, JTI Annual Report 2017, ITG Annual Report 2017 and BAT Annual Report 2017.

The profits these companies make are bigger than the health budgets of many countries. However the
industry moans about tough times when governments tighten tobacco control measures. Governments
should not treat tobacco business like any other business. They should not be given any incentives to
conduct their business as stated in the WHO Framework Convention on Tobacco Control (FCTC) Article
5.3 Guidelines.

ASEAN countries rank among the top ten tobacco markets
Indonesia and the Philippines currently rank among the top ten tobacco markets in the world. The tobacco
industry has been investing in these countries to grow the market for both local consumption and export. It
should also be noted that six of these top ten countries are in Asia. In 2018, Indonesia’s cigarette market
share grew to 316 billion sticks compared to 238 billion sticks in 2017.



Figure 4. Top 10 cigarette markets - Indonesia and Philippines among the top
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Cigarette Trade in the ASEAN Region
Indonesia, Singapore, Vietnam and Philippines are exporting cigarettes, mainly to neighbouring countries
in the ASEAN region. The ASEAN Free Trade Agreement (AFTA) made in the 1990s, superseded by the
ASEAN Trade in Goods Agreement (ATIGA), has eliminated import duties on tobacco in almost all ASEAN

countries.

Figure 5. Import and export volumes of cigarettes in some ASEAN countries (2016)
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* Philip Morris Malaysia (PMM) operates a Cast Leaf plant in Seremban

** Singapore is a major global transhipment hub. Japan Tobacco International (Singapore) Pte Ltd and Philip Morris Singapore Pte
Ltd are distributor and retailer of tobacco products.

*** Saigon Tobacco Company (BAT) and Vinasa Tobacco Joint (PMI) are joint venture companies that produce Dunbhill, 555, Pall Mall
(for BAT) and Marlboro (for PMI) respectively.

IV. Tobacco business remains strong in nearly all countries

Overall cigarette sales in ASEAN countries are set to increase between 2015 and 2020 in almost all the
countries. Although some countries, such as Thailand, Singapore and Malaysia are facing declining
smoking prevalence, population increase and increasing smoking prevalence among minors will see
cigarette sales increase in their countries.

These figures should not be seen as a failure in tobacco control, but rather that the tobacco industry “won’t
die” or “won’t go bankrupt” because of tobacco control measures as claimed by the tobacco industry.

Indonesia is the golden goose for the tobacco industry. With 65 million adult smokers, 16 million children
who smoke, combined with weak tobacco control measures, Indonesia is a prize for the tobacco industry.
Per capita tobacco consumption has increased from 725 in 2000, to 1,098 in 2015. PMI is triumphant that
it is the “undisputed market leader and will continue to have confidence in this market as a key driver of our
growth in Asia.”

Indonesia represents a significant growth opportunity for PMI, where it anticipates double digit growth.
According to Forbes Magazine, the richest Indonesian businessmen are the Hartono brothers with a net
worth of US$15.4 billion as of August 2016, up Rp 5.2 trillion since November 2013. The Hartono family is
the owner of Djarum Group. Indonesia’s third richest businessman is Susilo Wonowidjojo, the owner of PT
Gudang Garam Tbk. with a net worth of US$5.5 billion.”

Figure 6. Cigarette sales in Cambodia, Lao PDR, Malaysia, Myanmar, and Singapore,
2019 - 2021 (billion sticks)
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Myanmar, Cambodia and Lao PDR, the poorest countries in the region will see significant increases in
cigarette sales over the next few years.



Figure 7. Cigarette sales in Indonesia, Philippines, Thailand and Vietnam, 2019 - 2021
(billion sticks)
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Vietnam and Philippines will also see an increase in cigarette sales in the next few years. Cigarette sales
and smoking prevalence in Thailand will be declining.

V. Alternate Products Pose New Threat

While continuing to increase sales of cigarettes, transnational tobacco companies are also selling electronic
cigarettes (EC) and heated tobacco products (HTP) as part their new revamped image that they are going
smoke-free. PMI for example, under its /IQOS brand, sells TEEPS (HTP) and VEEV (EC). PMI claims to
sell IQOS in 44 countries globally and in 2018 made total $4 billion in net revenues. PMI is targeting to sell
up to 100 Billion units of its HTP by 2021. Malaysia is the first ASEAN country that has allowed the sale of
IQOS. Examples of alternate products sold by the other companies are: BAT - Glo, JTI - Ploom TECH and
Imperial Brands - blu. These products are still either tobacco or nicotine based and are not harmless or
risk-free.



VL. Status of Tobacco Advertising, Promotion and Sponsorship (TAPS) in the ASEAN
region®

FCTC Article 13 calls on governments to implement comprehensive TAPS bans. The table below provides

current status of TAPS bans in ASEAN countries.

Direct Pack
Adv;rr‘t!icsing Promotion Sponsorship Ad at POS CSR Dls::)clay é:or;ldsesr

Cambodia Ban cigarette | Allow 1 pack
- brand name per brand
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POS - Point-of-Sale ~ CSR - Corporate Social Responsiiity *Tabacco adverts are allowed on television (between 9.30pm and 5.30am)

VIl. Tobacco industry allies and lobby groups

More tobacco industry front groups and lobby groups have emerged, and they are vocal in the media,
opposing tobacco control measures. A closer look behind some of these groups reveal they either receive
funding, have business dealings, or collaborate with the tobacco industry.

Country Front groups and lobby groups (not an exhaustive list)
Farmers groups Regional International Tobacco Growers Association (ITGA)
Indonesia Indonesia Tobacco Farmers Association — Asosiasi Petani

Tembakau Indonesia (APTI)
Philippines Philippine Tobacco Growers Association (PTGA)
Thailand Thai Tobacco Growers, Curers and Dealers Association
Tobacco Farmer Association (TFA)
Manufacturer Cambodia Association of Tobacco Industry in Cambodia (ATIC)
Associations Indonesia Indonesia Tobacco Society Alliance — Aliansi Masyarakat
Tembakau Indonesia (AMTI)

Corporate of Indonesian White Cigarette Makers —
Gabungan Pengusaha Rokok Putih Indonesia (GAPRINDO)

Philippines Philippine Tobacco Institute (PTI)
Vietnam Vietnam Tobacco Association (VTA)
Retailer groups Indonesia Indonesian Forum of Tobacco Industry Community - Forum
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(0261114114 Front groups and lobby groups (not an exhaustive list)

Masyarakat Industri Rokok Indonesia (FORMASI)
Malaysia Malaysia Singapore Coffee Shop Proprietors General
Association
Vietnam Association of Vietnam Retailers (AVR)
Business | Regional US-ASEAN Business Council (US-ABC)
groups ASEAN Intellectual Property Association (AIPA)
Thailand Thai Tobacco Trade Association (TTTA)
Vietnam Vietnam Chamber of Commerce and Industry (VCCI)
Malaysia Malaysia-Singapore Coffeeshop Proprietors General
Association (MSCSPGA)
Think tanks/ Malaysia Institute for Democracy and Economic Affairs (IDEAS)°
Legal Lao PDR Lao Law & Consultancy Group
VIll. The tobacco industry uses the trade platform to fight tobacco control

Although the tobacco industry’s product is highly addictive and kills half its users, the industry continues to
vigorously protect its business by interfering in the development and implementation of tobacco control
policies at all levels. The industry uses its resources to deter and thwart governments' efforts to protect
public health policies through overt and covert means. In its efforts to derail or weaken strong tobacco
control policies, tobacco industry interference takes many forms to weaken the policies. It undermines the
enforcement when legislations are adopted. The various ways in which the tobacco industry conducts such
interference in the ASEAN region has been documented.™®

The tobacco industry has aggressively used international trade and investment arguments to challenge
tobacco control measures."! Typically the tobacco industry and its representative claim enlarged pictorial
health warnings on packs or plain packaging of cigarettes violate the World Trade Organization rules and/or
the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS). However this is not true.
The tobacco industry has many tactics to intimidate governments and stymie tobacco control even before
bringing a challenge through the Investor State Dispute Settlement (ISDS) channel. ASEAN nations need
to take concerted and strategic steps to ensure trade agreements in the region, such as the Regional
Comprehensive Economic Partnership (RCEP) currently being negotiated, provide safeguards for tobacco
control to maintain the momentum in implementing the FCTC.

IX. Recommendations

The WHO FCTC and its guidelines give clear guidance on effective tobacco control measures. To promote
health and save lives, policies and legislation should adhere to these guidelines to ensure they are
comprehensive and protected from the vested interests of the tobacco industry. While the region has made
significant progress there is still much room to plug loopholes and strengthen national legislation to curb
tobacco business promotion and expansion in the ASEAN region.

1. Implement a comprehensive ban on tobacco advertising, promotion and sponsorship (TAPS) and plug
existing loopholes

a) TAPS ban includes a ban on tobacco advertising at point-of-sale (POS)
Much progress has been made with TAPS bans. Only three countries -- Indonesia, Myanmar and
Philippines -- still allow tobacco advertising at POS.
Action: Ban tobacco advertising at POS.

11



b) TAPS ban should reduce cigarette access to children and the poor
Children and the poor are price-sensitive and tend to buy single sticks or kiddie packs (less than
20 sticks), which are more affordable. While most countries in the region have banned kiddie packs,
Indonesia, Philippines and Thailand have no ban yet.
Action: Ban sale of single sticks and kiddie packs.

c) TAPS ban includes a ban on displays of tobacco products
Only three countries in the region, Brunei, Singapore and Thailand, have banned cigarette pack
display at retail outlets. Cambodia and Vietnam allow only 1 pack per brand to be displayed,
however the tobacco industry finds ways to circumvent this partial restriction.
Action: Ban all tobacco product displays at POS

d) TAPS ban includes a ban on tobacco-related CSR activities
Tobacco companies engage in CSR to hide the harms of their products and give themselves
leverage to engage with policy makers. All countries in the region still allow tobacco-related CSR
activities. Vietnam restricts CSR activities to poverty eradication and natural disaster, which the
tobacco industry exploits.
Action: Ban all forms of tobacco-related CSR activities

2. Governments should implement FCTC Atrticle 5.3 Guidelines by:
a. putting in place procedures to reduce tobacco industry participation in policy development;
b. ensuring greater transparency in dealing with the tobacco industry by adopting a Code of Conduct
for government officials;
c. requiring tobacco companies to disclose and report on all expenditure on marketing, retailer
incentives, philanthropy, lobbying, and political contributions.

3. A full carve-out of tobacco control measures in free trade agreements will give governments the 21st
century standard they need to protect public health.
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