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Abstract

Background: In 2016, the 6 Gulf Cooperation Council countries agreed to implement a harmonized excise tax on tobacco
products, at a rate of 100% of the pre-tax price.

Aim: To assess the implementation of tobacco taxation in Bahrain, Saudi Arabia and United Arab Emirates and its impact
on consumer prices, affordability and substitution possibilities.

Methods: This study conducted simple descriptive analysis of open-source secondary data reported to WHO by Bahrain,
Saudi Arabia and United Arab Emirates on cigarette excise taxes, price levels, price dispersion, and affordability.

Results: The 3 countries imposed more than 70% excise tax on tobacco products. Saudi Arabia, in addition, imposed the
value added tax. This led to sharp price increases and less affordability in all the countries. In 2020, the affordability index
in the Gulf Cooperation Council countries ranged from 1.3% in Kuwait to 3.8% in Saudi Arabia. However, affordability was
still higher in these countries than in the rest of the world.

Conclusion: Despite the progress made on tobacco tax reform in the 3 countries, affordability was higher than in other
countries, indicating the need for improvements. The tobacco tax system has some weaknesses that need to be addressed
in future reforms, for example, the lack of systematic data collection and management systems and the disconnect
between the health, tax economics, research, and policy experts.
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is expected to follow suit in 2023/24 (4). In 2017, the GCC
countries agreed to impose value added tax (VAT) at a
standard (tax-exclusive) rate of 5% and a reduced rate
of 0% (5). Saudi Arabia was the first to implement VAT
in January 2018 and, in July 2020, it tripled its standard
tax rate to 15%. The UAE implemented VAT in January

Introduction

Since 2002 and until 2016, the Gulf Cooperation Council
(GCCQ) countries [Bahrain, Kuwait, Oman, Qatar, Saudi
Arabia and the United Arab Emirates (UAE)] relied solely
on import duties (1). This comprised a duty of 100% of the
cost, insurance and freight value applied to all tobacco

products, together with a minimum duty (whichever was
highest). In 2016, the minimum import duty was doubled
in all GCC countries except Kuwait.

In 2016, the GCC countries agreed to implement
harmonized excise taxes to reduce consumption of
products harmful to human health (such as tobacco and
sugar-sweetened beverages) and the environment, as
well as on luxury goods to raise additional revenue by
taxing wealthy individuals. The WHO Regional Office
for the Eastern Mediterranean has been working with
the GCC countries since 2008 to address tobacco-related
health problems and provide support regarding tax
implementation and other tobacco control measures (2).
The harmonized excise tax on tobacco products was set
at a rate of 100% of the pre-tax price (3). The excise tax
was first introduced in Saudi Arabia in June 2017, and
the UAE and Bahrain followed in October and December,
respectively. Qatar and Oman began implementing the
excise tax in January and June 2019, respectively. Kuwait

2018, Bahrain in January 2019 and Oman in April 2021
Bahrain doubled its standard VAT rate from January 2022
(6), Qatar is still preparing for its implementation (7) and
Kuwait plans to introduce VAT in 2023/24 (4).

The introduction of the excise tax in 2017 and VAT
in 2018 had a greater effect on the tobacco market than
doubling import duty in 2016. Available data show
both quantitative and qualitative effects (8). After tax
implementation, legal sales decreased in Saudi Arabia and
the UAE, but for Bahrain, no data are provided after 2017.
The volume of imports decreased and smokers switched
to cheaper brands. In Saudi Arabia, the premium brands
have been affected the most (8). Plain packaging, together
with strong promotional activity and gift-giving options,
facilitated substitution with cheaper brands. Trading
down has also occurred in the UAE, with the most
common shift being from the mid-priced to economy
brands (8).
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Establishing the effect of tobacco taxation on
consumer behaviour in recent years has been difficult
because of a combination of factors. The price increase
resulting from taxation policies, combined with the
economic uncertainty surrounding the COVID-19
pandemic and increased health concerns, may have made
tobacco consumers more price sensitive. Tax increases
and pandemic response measures, such as shutting
down of international borders, along with closures
and restrictions on trade and opening hours, have led
some tobacco users to reduce consumption (especially
among social smokers); some may have switched to
cheaper brands or other tobacco products; and some
(probably those with strongest nicotine addiction) may
have stockpiled in response to fear of shortages. The
introduction of plain packaging in Saudi Arabia in 2019
may have also affected tobacco consumption.

The tax reforms and the pandemic forced tobacco
companies to find strategies to maintain their market
share, ensuring constant availability of their brands
and positioning them at the right point of the price
distribution. When VAT tripled in 2020 in Saudi Arabia,
the industry introduced new brands positioned at the
low end of the price distribution, reassessed the price of
existing brands, and extended its portfolio by introducing
new tobacco products (8).

In this study, we evaluated the impact of tobacco tax
implementation on consumer prices, affordability and
substitution possibilities in Saudi Arabia, the UAE and
Bahrain. We assessed the weaknesses of the tax system
and discuss how they could be addressed in future
tax reforms. Otherwise, long-term responses by both
smokers and the tobacco industry will negate the current
progress. For comparison, we also looked at cigarette
prices, price dispersion and affordability in Kuwait; a
country that levies only an import duty and no excise tax
on tobacco products.

Figure 1 Prices of most-sold brands of cigarettes, 2008-2020
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Methods

To measure progress regarding tobacco tax implemen-
tation and its effectiveness, we examined its impact on
cigarette price level, price dispersion and affordability.
For such a task, the availability of relevant and reliable
data is paramount. Unfortunately, until recently, the
GCC countries lacked good practices for systematic data
collection and dissemination. The only available data on
the tobacco industry were those provided by international
partners.

Our evaluation of the impact of excise tax implemen-
tation on cigarettes in Saudi Arabia, the UAE and Bahrain
was based on open-source secondary data reported to
WHO by the countries concerned. WHO collects on a bi-
ennial basis global information on the price level and ap-
plicable statutory taxes on cigarettes. The data are collect-
ed through national government officials, upon which
WHO standardizes the data so that it is comparable
across countries (9). The estimates are then shared with
countries for sign-off before they are made public. For
the purpose of this evaluation, a simple descriptive anal-
ysis involving tabulation of the secondary WHO data on
cigarette excise taxes, price levels, price dispersion, and
affordability in the selected countries was conducted.

Results

Impact of excise tax on price level

In all GCC countries, the price (international dollars
at Purchasing Power Parity, PPP$) of the most-sold
cigarette brand increased sharply after 2016, with the
highestincrease in Saudi Arabia and the lowest in Kuwait
(Figure 1) (10). Saudi Arabia implemented both an excise
tax and VAT, and the latter was tripled 2 years after its
introduction. Kuwait did not implement either type of
tax.

In 2020, the average price, weighted by the number

of current smokers, of the most-sold brand in 54 high-
income countries was PPP$8.94 and the corresponding

2008 2010 2012
— Bahrain — Kuwait

Source: WHO Report on the Global Tobacco Epidemic, 2021.
PPPs = international dollars at Purchasing Power Parity

— Saudi Arabia

2014 2016 2018 2020
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Figure 2 Prices and tax levels of most-sold brands of cigarettes, and total tax shares in price, 2020
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Source: WHO Report on the Global Tobacco Epidemic, 2021.
PPPs = international dollars at Purchasing Power Parity.

total tax was PPP$6.04 (10). The average total tax share
was 67.6% of the pack price of the most sold brand. In the
GCC countries, the total tax share ranged from 18.91% in
Kuwait to 73.84% in Saudi Arabia. Figure 2 presents the
price and tax level of the most-sold brand, as well as the
total tax share in the final price in 2020, in Saudi Arabia,
the UAE and Bahrain, as well as Kuwait for comparison.

Given the implementation of the excise tax and the
current VAT rate of 15%, it is not surprising that Saudi
Arabia had the highest cigarette price and tax share for
the most-sold brand. Figure 3 compares the structure of
cigarette taxation in the 4 GCC countries.

All taxes (import duty, excise and VAT) are of the ad
valorem type and set as a percentage of the price before
tax (tax-exclusive rate). Therefore, tobacco companies
have a strong incentive to register a lower cost, insurance
and freight and distribution price, making the final sales
price vulnerable to manipulation by the tobacco industry.
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Impact of excise tax on price dispersion and
affordability

To evaluate the effectiveness of tobacco taxation, we
used the dispersion and affordability indexes. The price
dispersion index captured the relative price: the price
of the cheapest brand as a percentage of the price of the
most expensive brand (100). An increase in the index
indicated that the price gap between the cheapest and
most expensive brand decreased; therefore, smokers
had fewer opportunities to substitute downwards (10).
Figure 4 depicts the price of the premium and cheapest
brands in 2020 in Saudi Arabia, the UAE, Bahrain and
Kuwait. The price of the cheapest brand was substantially
lower than the price of the most expensive brand in all
countries. In 2020, the price dispersion index for Saudi
Arabia was 50%, which means that the price of the most
expensive brand was double that of the cheapest brand.
In the UAE, the price dispersion index was 54.76% and
the price of the most expensive brand was 1.83 times
higher than that of the cheapest brand. In Bahrain, the
dispersion index was the lowest (34.78%) and the price

Figure 3. Total tax levels and structures for most-sold brands of cigarettes, 2020
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Source: WHO Report on the Global Tobacco Epidemic, 2021.
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Figure 4 Prices of premium versus cheapest brands of cigarettes, 2020
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Source: WHO Report on the Global Tobacco Epidemic, 2021.
PPPs = international dollars at Purchasing Power Parity

of the most expensive brand was 2.88 times higher than
that of the cheapest brand. Smokers had an incentive to
switch to cheaper brands in all countries. In Kuwait, the
dispersion index was low, as was the price of premium
and low economy brands (10).

The second measure was the cigarette affordability
index, which is the amount required to buy 100 cigarette
packs (or 2000 cigarettes) of the most-sold brand as a
percentage of per capita Gross Domestic Product (GDP)
in a specific year. Affordability indices can be used for
comparison among countries and within the same
country over time. Among countries, a higher index
indicates that cigarettes are more expensive in relation to
income. For a specific country, an increase in affordability
index over time indicates that cigarettes have become
less affordable, and consumption is discouraged (10).
During 2010-2020, cigarettes became less affordable in
all countries of interest, with the highest growth rate
(15.38%) taking place in Saudi Arabia (10). In 2020, the
affordability index was 3.81% in Saudi Arabia and only
1.27% in Kuwait. The affordability index increased for
all countries between 2010 and 2020, with the highest
increase in Saudi Arabia and the lowest in Kuwait

(Figure 5). The total cost of smoking and secondhand
smoke in Kuwait was KWD481 million in 2017, which was
equivalent to 1.43% of its GDP and the highest among the
6 GCC countries (11). Even though cigarettes have become
less affordable over the last few years, affordability was
higher relative to the rest of the world. This was likely
a significant contributor to the Eastern Mediterranean
Region being the only WHO region with (observed and
predicted) increased male smoking prevalence (12).

Discussion

Saudi Arabia was the first GCC country to implement
both excise taxation and VAT on tobacco products,
and the rate of VAT was tripled within 2 years of its
introduction. These reforms brought Saudi Arabia closer
to the top-performing countries for tobacco control
(13). Saudi Arabia, the UAE and Bahrain, which began
implementing the excise tax in 2017, were faced with
sharp price increases, with the highest increase taking
place in Saudi Arabia. In all 3 countries, total tax share
was > 70% of the final retail price, with this share, again,
being highest in Saudi Arabia.

Figure 5 Affordability: amount required to buy 100 cigarette packs (or 2000 cigarettes) of the most-sold brands as a percentage of

per capita Gross Domestic Product in a specific year, 2010-2020
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Even though the dispersion and affordability indices
improved in all 3 countries, Saudi Arabia performed better
for both measures. This means that smokers have fewer
opportunities to switch to cheaper brands, and cigarettes
have become less affordable, with the increasing trend in
affordability index being highest in Saudi Arabia.

However, there is room for improvement. The tax
system has some weaknesses that can easily be addressed
in future tax reforms. Otherwise, long-term responses by
smokers and the tobacco industry will negate the current
progress. The main limitation is the tax structure. Import
duty and excise tax are both based on the pre-tax (i.e. ex-
factory) price and, apart from the misleading impression
of imposing a high rate, this provides the industry with
the incentive to misdeclare its cost, insurance and freight
values and distribution prices, or to import or introduce
new, cheaper brands. It also leads to greater variability
in prices, providing opportunities to switch to cheaper
brands when prices increase due to taxation.

In general, structures that rely on ad valorem taxes are
more difficult to administer and susceptible to industry
manipulation. A change in the tax structure, involving
the introduction of a specific excise component, would
increase both prices and the tax share, redirecting
revenues from industry to government. This would
decrease price variability and opportunities for tax
avoidance and evasion. The recent introduction of a
minimum excise tax was a step in the right direction,
but the minimum excise tax must be regularly adjusted
for inflation and income growth. Increasing the VAT
rate further will bring it closer to the Organization
of Economic Cooperation and Development (OECD)
average. The average VAT is 19.3% in OECD countries and
21.8% in the 22 OECD countries that are also members of
the European Union (14).

Based on data availability, we discuss the challenges
arising from excise tax implementation in Saudi Arabia
and the UAE. One of the SCARE' tactics of the tobacco
industry is to exaggerate the size of the illicit tobacco
trade when tax rate increases and structure reforms are
announced (15). The industry centres attention around
tax or price differentials as the main determinant of illicit
trade, and not on the fact that this is enabled by weak
governance and social norms, as well as poor tax and
customs administration. The extent to which countries
enable illicit trade in tobacco (and in general) depends
on: government policies (monitoring and prevention);
the market conditions that may encourage supply and
demand of illicit tobacco products; and the trade and
customs environment, including governance over free
trade zones.

The Global Illicit Trade Environment Index is used to
evaluate the structural capability of economies to inhibit
illicit trade; that is, effectiveness of laws, regulations and
governance (16). According to the Index, the Middle East
and Africa region ranks last, mainly because it scores low
in the categories of supply and demand, and transparency

and trade. This means the countries do not exploit
their full potential to combat illicit trade, including
strengthening of tax and customs administration. Saudi
Arabia ranks 50th and the UAE 34th among 84 countries
(16). The only category in which the UAE ranks worse
than Saudi Arabia is transparency and trade. This is a
result of the free trade zones in the country. Free trade
zones facilitate trade and economic growth but also illicit
trade, because of weak infrastructure, weak enforcement
and corruption.

Until 2016, the difference between total (imports
minus exports, which were all re-exports because there
was no domestic cigarette production) and legal sales of
cigarettes was constant, but the gap widened after that (8).
Irrespective of the accuracy of the Euromonitor data, tax
increases tend to create opportunities for gains fromillicit
transactions. Therefore, it is advised that tax increases
should be accompanied by reforms that strengthen
the tax and customs administration, enforcement and
judiciary system, as well as regional and international
collaboration and agreements on information sharing
and customs cooperation.

To the best of our knowledge, 3 cross-sectional
studies have investigated the impact of excise tax
implementation on cigarette consumption, as well as
the socioeconomic and health factors associated with
smoking behaviour (17-19). Two of these studies were
conducted in Riyadh and one in Jeddah, Saudi Arabia. The
data were self-reported and hence subject to recall and
social desirability bias. They depended on participants’
recall and honesty, which were especially important
in a traditional and conservative society. Regardless of
the accuracy of the method, however, and although the
results cannot be generalized to the whole country, the
studies still provide some clear policy guidance. Tax-
induced price increases may have only short-term effects
on consumption; hence, sizeable and continuous tax
increases are required to combat smoking. What matters
is a continuous and significant reduction in cigarette
affordability, and optimizing tax structure is important
to eliminate a switch to cheaper alternatives.

More studies using other methods are needed to
assess the long-term impact of tax implementation on
price and consumption of tobacco products. The benefits
of reduction in tobacco use for human health and the
environment have been discussed elsewhere (9). Primary
dataon cigarette salesand prices by brand, and for alonger
period, are needed to conduct more reliable studies on the
impact of tax. Countries and implementers of prevention
programmes are encouraged to allocate resources to
collect more detailed data and make these publicly
available to provide a database for evaluating programme
effectiveness. Lack of local knowledge when interpreting
the data from international consultancies used in our
evaluation may lead to misleading measurements and
unreliable progress reports and policy evaluations. We
need data on the use of all tobacco product alternatives,

'S smuggling and illicit trade; C court and legal challenges; An anti-poor rhetoric and regressivity; R revenue reduction; E employment impact.
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to conduct an economic analysis regarding the extent
to which new and emerging products are considered
substitutes for conventional cigarettes.

Conclusions and recommendations

The main barrier to evaluating the impact of excise tax
on the price of tobacco products in the GCC countries
was the lack of data. In the GCC countries, there is a
gap between health and tax economics researchers and
policy-makers that needs to be bridged (20). The GCC
countries must build systematic data collection and
measurement capabilities, as well as dissemination
strategies, to avoid misleading measurements and
unreliable progress reports. The establishment of a
tobacco economics research centre is urgently needed
to facilitate comprehensive and consistent collection of
data, and enhance collaboration between government
agencies, academia, researchers and policy-makers.
National health surveys must be conducted regularly,
using the same methodology and time period for all
surveys and across all GCC countries. Given current data
limitations, our descriptive analysis serves to clarify the
importance of tobacco taxation as a tool for public policy.

The main limitation of the tobacco tax system is its
structure. Import duty and excise tax are based on pre-

tax price and, apart from the misleading impression of
imposing a high rate, this provides the industry with
the incentive to misdeclare its cost, insurance and
freight values and distribution prices, or to import or
introduce new, cheaper brands. It also leads to greater
variability in prices, providing opportunities of trading
down to cheaper brands, when prices rise after taxation.
A change in tax structure, involving the introduction of
a specific excise component, would increase both prices
and tax share, redirecting revenues from industry to
government. It would also decrease price variability
and opportunities for tax avoidance and evasion. The
minimum excise needs to be automatically adjusted for
inflation (of importance in periods of persistently rising
inflation) and income growth. Finally, increasing the VAT
rate further will bring it closer to the OECD average and
increase price and total tax share.

Continued collaboration among the GCC countries,
based on the WHO Framework Convention on Tobacco
Control provisions, to ensure a harmonized pricing
system for all tobacco products, is necessary to reduce
mortality due to noncommunicable diseases and meet
the target of a 30% reduction in tobacco use by 2030.

Funding: None.

Conflict of interest: None declared.

Impact de la taxation sur les prix des produits du tabac en Arabie saoudite,

a Bahrein et aux Emirats arabes unis
Résumeé

Contexte : En 2016, les six pays membres du Conseil de coopération du Golfe (CCG) ont convenu d'appliquer des
droits d'accise harmonisés sur les produits du tabac, a un taux de 100 % du prix avant taxes.

Objectif : Evaluer la mise en ceuvre de la taxation sur les produits du tabac en Arabie saoudite, & Bahrein et aux
Emirats arabes unis, ainsi que son impact sur les prix a la consommation, l'accessibilité économique et les possibilités
de substitution.

Méthodes: La présente étude consiste en une analyse descriptive simple des données secondaires open source,
communiquées a 'OMS par |'Arabie saoudite, Bahrein et les Emirats arabes unis, concernant les droits d'accise sur les
cigarettes, le niveau des prix, leur dispersion et l'accessibilité économique.

Résultats: Ces trois pays appliquent des droits d'accise de plus de 70 % sur les produits du tabac. En outre,
|'Arabie saoudite a imposé la taxe sur la valeur ajoutée. Ceci a entrainé des augmentations significatives des prix et
une baisse de l'accessibilité économique dans tous les pays. En 2020, l'indice d'accessibilité économique parmi les
pays du CCG était compris entre 1,3 % au Koweit et 3,8 % en Arabie saoudite. Cependant, cellui-ci demeurait plus élevé
dans ces pays que dans le reste du monde.

Conclusion: Malgré les progres réalisés en matiére de réforme des taxes sur le tabac dans les trois pays
susmentionnés, 'accessibilité économique était plus élevée que dans d'autres, soulignant la nécessité d'apporter des
axes d'amélioration. Le systéme de taxation des produits du tabac présente certaines lacunes auxquelles il convient
de remédier dans le cadre de réformes futures, notamment concernant l'absence de mécanismes systématiques
de collecte et de gestion des données ainsi que le manque de coordination entre les experts en santé, en économie
fiscale, en recherche et en politiques.
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