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This article emphasizes the importance of the problem associated with
smoking in Georgia in both health and economic perspectives. It describes
the changes in tobacco control policy, specifically, the amendments to Law
of Georgia on Tobacco Control (TCL) and tax measures, implemented since
2073. The article analyzes the effectiveness of these changes using the data
from Integrated Household Surveys (IHS) conducted by National Statistics
Office of Georgia (GeoStat). Resulted estimates of smoking prevalence
suggest that implemented tobacco control policy was successful in reducing
smokRing in Georgia. At the same time, heterogeneous nature of taxation
of different tobacco products affects consumers’ choices by stimulating
downward substitution and shifting to smoking non-filtered and RYO
cigarettes, which could negatively affects the possible health benefits of
recent legislative and tax policies.
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Introduction

Smoking and passive smoking are one of the main problems of public
health in Georgia. In 2017, tobacco smoking prevalence was 29.9 percent - 23%
highest in the World and 15" in Europe (WHO, 2019). Georgia is the “leader” in
this indicator compared to its neighbors. The severity of the problem is more
observable on a gender disaggregated level. In 2017, smoking prevalence among
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males constituted 54.6 percent — or fifth in the World and first in Europe. Only
Kiribati, Timor-Leste, Indonesia and Solomon Islands were above Georgia in the
ranking. The same study suggests that tobacco smoking prevalence is more than
10 time less among females, which possibly does not reflect the real picture.
In fact, nicotine tests revealed that 12.2 percent of women smoke tobacco
(Gamkrelidze, Mebonia, Sturua, Demtrashvili, Kakutia, 2018).

In addition to a high prevalence of tobacco smoking, 43 percent of the
adult population of Georgia are exposed to secondhand smoke at home and 15.8
percent are affected in the workplace. In total, more than half of the population
is affected by secondhand smoke without their consent (Gamkrelidze, Mebonia,
Sturua, Demtrashvili, Kakutia, 2018).

As a result, 11,400 people die annually from tobacco-related diseases in
Georgia, out of which about 2,100 deaths are related to passive smoking. The
estimated total economic costs of smoking in Georgia, which includes direct
healthcare, indirect morbidity and mortality costs, amounted to GEL 825
million, accounting for 2.4 percent of the country’s annual GDP (NCDC, UNDP, RTI
International, WHO FCTC Secretariat, WHO, 2018).

To reduce the health and economic harm of tobacco use in Georgia, the
country implemented radical changes in tobacco control legislation and tobacco
taxation in recent years. However, the effectiveness of these steps and their
impact on health and socio-economic outcomes have not been yet measured.
The lack of research in the field could be explained by the lack of reliable high-
quality time series data on smoking. We tried to address this issue by using the
data from IHS conducted annually by GeoStat.

Tobacco Control Legislation

Georgia introduced the first TCL in 2003. Afterwards country started
an active collaboration with WHO that resulted in ratification of the WHO
Framework Convention on Tobacco Control (FCTC) in 2006. Georgia committed
itself to implementing a set of measures to decrease the alarmingly high
smoking prevalence. Since then, TCL has been modified several times. In 2008,
the amendments to TCL prohibited smoking in educational, medical, sport, and
cultural facilities. However, smoking was allowed in other indoor facilities (such
as bars and restaurants) if they had designated smoking areas. The law also
banned the sale of cigarettes within 50 meters of schools and in places where
children’s clothing or toys were sold. In addition, tobacco advertisement was
banned on TV/radio and within 100 meters of schools. In 2010, the TCL introduced
new packaging regulations requiring health warnings to cover 30 percent of the
front and back of all cigarette packages.
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In 2014, Georgia signed an Association Agreement (AA) with the EU. Among
other things, AA obliges the country to gradually approximate its national
legislation to the tobacco control legislation of the EU. Georgia's obligations
under AA played the primary role in future changes in tobacco control policies.

Georgia made the most radical step towards a tobacco-free society in
2017, when the Parliament adopted a comprehensive package of legislative
amendments to Law of Georgia on Tobacco Control, Law on Advertising, Law on
Broadcasting and Administrative Offences Code. New regulations came into force
on May 1, 2018. The main changes can be formulated as follows:

1. Restriction of consumption of any kind of tobacco products in indoor
public spaces, indoor workplaces and public transport. As a result, the law
prohibited smoking in restaurants, bars and nightclubs. It should be emphasized
that according to the updated TCL, a tobacco product is defined as “any
product containing tobacco or its components, except for nicotine-containing
medications, which are intended for smoking, chewing or sniffing”. It includes
filtered and non-filtered cigarettes, papirosas, cigars and cigarillos, pipe and
rolling tobacco, tobacco for hookahs, chewing tobacco and snuff, e-cigarettes
or other similar nicotine-delivering devices containing materials / cartridges /
capsules. Use of tobacco products is still allowed in:

a. Places of residence of a person

b. Taxis and boats

c. Cigar bars established according to the permits issued by the Law of
Georgia on Licenses and Permits

d. Casinos

e. Transit zone of an airport

f. Specialized laboratories equipped for studying tobacco smoke

g. Penitentiary institutions and in pre-trial detention cells

h. Designated areas of inpatient psychiatric facilities and palliative care
facilities

1. Restrictions on sale. The TCL prohibited the sale of tobacco products,
accessories and devices within a 50-meter radius of educational facilities, in
sport, healthcare and cultural facilities, via internet or email and via drive-
through.

2. Ban all kinds of advertising. The TCL prohibited any type of advertisement
of tobacco products, tobacco accessories and devices. Specifically, tobacco
products cannot be advertised on billboards and posters in public spaces (from
September 1, 2018). As for indoor advertisement (product displays at point of
sale) the law banned tobacco displays at the point of sale that are visible from
outside the shop, except in the duty-free zone at airports. In addition, the ban
on the display of tobacco products inside shops came into effect on the 1st of
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January 2021, again with an exception provided for duty-free zones at airports.

3. Restriction of sponsorship. Amendments to the Law on Advertising
prohibited all direct and indirect sponsorship of events, activities, individuals,
organizations or governments by manufacturers, importers, and retailers of
tobacco products. However, sponsorship is defined as contributions made
in exchange for the advertising of goods manufactured by the sponsor. Thus,
contributions not made in exchange for advertising, such as so-called “corporate
social responsibility” donations, are allowed. In addition, publicizing the facts of
these donations is not restricted by law.

4. Changes in packaging and labeling. According to amendments to the
law, the minimum size of health warnings on package of all tobacco products
increased from covering 30 percent of front and of back surface of the package
to 65 percent. Additionally, pictorial health warnings became obligatory. In the
case of smokeless tobacco products, the TCL required a text-only health warning
message to appear on 30 percent of the frontand back of the packaging. According
to the law, plain packaging will be in force from December 31, 2022.

In order to increase the effectiveness of the TCL, starting from November
2019, Georgia banned the sale of pipe and fine tobacco, tobacco for hookah, raw
tobacco and tobacco waste without standardized packaging. According to the
legislative changes, the sale of listed tobacco products is allowed only in packages
weighing 50 and 100 grams. Furthermore, an excise stamp and corresponding
health warnings should be placed on the packaging.

Taxation of Tobacco Products

In Georgia, tobacco products (all types including smokeless tobacco and
heated tobacco products) are taxed by excise duties and VAT (Tax Code of
Georgia, 2021). The VAT rate is 18 percent and in the case of domestic tobacco
manufacturing, it is payable when the consumer purchase takes place. For the
imported tobacco VAT is payable at the time of import. Excise taxes are payable
at the time of import as well. In the case of domestic production, tax is payable
upon the goods at pickup from the warehouse for sales purposes or at the time
it is supplied to the final consumer.

For research purpose, the article reviewed the dynamics of these changes
only for 2013-2019 (Table 1). Until 2015, tobacco products were imposed with
specific excise duty only. In 2015, the so-called hybrid system of excise duties was
introduced, which implies the taxation of tobacco products with both specific tax
(Sp) and ad valorem (Ad) duties. The rate of specific excise duty is a fixed amount
of GEL per pack of cigarettes, which does not depend on its price. Ad valorem tax
component is expressed as a percentage of a retail cigarette price.
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Tobacco Tax Levels and Structure (in GEL for Sp, in percent for Av)

Table 1
04/12 | 9/13 1/15 1/16 117 8/17 1/19 11/19
Product Amount
Sp Sp Sp | Ad | Sp | Ad | Sp Ad | Sp | Ad | Sp | Ad | Sp | Ad
Raw tobacco, Tke 60
tobacco waste
Cigars 1cig 09 09 |09 13 19 19 19 19
Cigarillos 20cigs | 10 10 |10 15 22 22 22 22
Cigarettes 20cigs | 0.6 075 |09 |5 [11 )10 [17 |10 |17 |10 [17 |30 |17 |30
(filtered)
Cigarettes 20cgs |015 |02 |025 |5 03|10 |06 |10 |06 |10 [17 |10 |17 |30
(unfiltered)
Water-pipe Tke 20 0 |20 2 35 35 35 60
tobacco
Othertobacco | 4 20 20 |20 25 35 35 35 60
products
Homogenized or Tke 60
restored tobacco
Chewing tobacco | 4., 20 20 |20 2 35 35 35 60
and snuff
Capsules and 20 pcs 17 (01 |17 |03 |17 |03
similar products
Heated tobacco | 55 17 o1 |17 |03 |17 |03
products
Liquids with or
. 'th 0 1 2 2 2
without nicotine mt 0 0 0

Source: Tax Code of Georgia

Before September 2013, the excise tax rate was GEL 0.6 for filtered and
GEL 0.15 for non-filtered cigarettes. Then the excise duties on filtered and non-
filtered cigarettes increased by GEL 0.15 and GEL 0.05 respectively.

In January 2015, there was another GEL 0.15 and GEL 0.05 rise in the excise.
And since July of the same year, the ad valorem component was introduced, which
constituted 5 percent of the retail price of a pack of cigarettes. The following
increases were introduced in January 2016, when specific excise tax has become
GEL 1.1 for filtered cigarettes and GEL 0.3 for non-filtered cigarettes, while the ad
valorem component grew to 10 percent. In addition, excise tax rates increased on
cigars, cigarillos, water-pipe tobacco, chewing tobacco and snuff.

The first major hike in excise duties for tobacco products took effect in
January 2017, when a specific component of excise tax increased by GEL 0.6 and
GEL 0.3 for filtered and non-filtered cigarettes respectively. Key changes since
then were the increase in ad valorem tax rates and equalization of excise duties
for filtered and non-filtered cigarettes. Specific tax was equalized at the GEL 1.7
level in January 2019, while ad valorem tax was equalized at 30 percent level in
November 2019.
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During the same period excise duties on other tobacco related products
sold by weight nearly doubled to reach GEL 60 per kg. However, it remains
relatively low. Assuming one cigarette contains 1 gram of fine tobacco (OECD,
2019), the estimated excise tax on 20 sticks of roll-your-own (RYO) cigarettes
would be GEL 1.2, which is only 70 percent of specific component of excise tax on
filtered and non-filtered cigarettes. When the ad valorem component of excise
duties is considered, total excise tax per gram of tobacco on RYO cigarettes is
almost 3 times lower than on conventional cigarettes.

Estimates of Smoking Prevalence

The national sources of official statistics do not provide data on smoking in
Georgia. Therefore, the main sources of information on smoking prevalence are
WHO and Euromonitor International. WHO collects data on non-communicable
diseases risk factors using the STEPwise approach to Surveillance (STEPS). In
addition to this, WHO produces Global Tobacco Epidemic Reports that monitors
the status of the tobacco epidemic and evaluates the impact of interventions that
are being implemented to preventit. The reports contain data on tobacco use and
prevention policies, smoke-free legislation, tobacco cessation, health warnings
and mass media campaigns, tobacco advertising, promotion and sponsorship
legislation, prices and taxes of tobacco products. However, estimates in WHO
Global Tobacco Epidemic Reports are not consistent with estimates produced
in previous editions. According to WHO, each report improves upon earlier
published estimates, so only the latest available data should be used. Therefore,
no conclusions about any changes in smoking prevalence could be elaborated
based on this source. Neither STEPS helps in this regard, as only two surveys
were conducted in Georgia (in 2010 and 2016).

Meanwhile, Euromonitor International provides country reports on annual
basis through market research. However, the reliability of the latter has been
questioned, as the data are not consistent between different reports (Blecher,
Liber, Ross, Birckmayer, 2015).

In order to address the issue of data availability, we estimated the smoking
prevalence based on IHS. IHS is an annual survey conducted by Geostat that
comprises a stratified random sample of about 10 thousand households. IHS
collects information on weekly household consumption of more than 400 goods
and services, including three types of tobacco products - filtered and non-filtered
cigarettes, and fine tobacco.

We used this data to estimate smoking prevalence among households,
which are classified as “smokers” if they report positive consumption of tobacco
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products during the survey. As the smoking prevalence is estimated on the
household level, it is likely to differ from official data provided by WHO and
Euromonitor International, which is given on the individual level. At the same
time, compared to other sources, IHS has two main advantages. First, the survey
has a representative sample; it covers all regions of Georgia, both urban and
rural areas. Second, the survey is conducted regularly on annual basis and the
methodology of survey is consistent. Therefore, IHS is the most reliable source
of information in Georgia, which could be used to analyze the changes and
dynamics of smoking patterns.

Table 2 represents the results of our estimations in comparison with data
provided by international sources. Our estimates of smoking prevalence for all
years except 2017 and 2018 are higher than the same figures provided by WHO and
Euromonitor International. In addition, the smoking prevalence calculated based
on IHS data fluctuates with higher amplitude than official statistics suggest.

Smoking Prevalence Indicators (in percent)
Table 2

Indicator / Data source 2013 2014 2015 2016 2017 2018 2019

Age-standardized prevalence estimates for
current tobacco smoking among persons
aged 15 and above / WHO Global Tobacco
Epidemic Reports

30.0 28.8 299

Crude prevalence estimates for current
tobacco smoking among persons aged 18- | ... 31.0
69 / WHO STEPS survey

Number of adult smokers / Euromonitor

. 29.6 29.5 29.4 29.4 28.9 28.5
International

Number of "smoking" households / IHS,

. 36.5 38.1 349 33.4 28.4 27.0 26.2
Geostat, authors' calculations

Source: Euromonitor International, Geostat, WHO, author’s calculations

When all types of cigarettes are considered (filtered, non-filtered and
RYO cigarettes), smoking prevalence in Georgia estimated on household level
decreased by 10.3 percentage points compared to 2013. The largest annual decline
was observed in 2017 coinciding with the biggest hike in excise taxes on tobacco
products in the history of Georgia. Also, smoking prevalence has been steadily
decreasing after 2017. These facts potentially could emphasize the effectiveness
of recent legislative and tax changes in reducing smoking in Georgia.
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Changes in Cigarettes Consumption Structure

Despite the notable increase in excise tax rates, not all tobacco products
were taxed equally in Georgia. Specific tax has been consistently higher on filtered
cigarettes compared to non-filtered cigarettes until January 2019. Introduction of
an ad valorem component in 2015 only increased the existing price differences
between lower and higher-priced products or brands. Increases in the ad valorem
tax rate worsens the situation further.!

The scale of downward substitution could be indirectly observed in the
official statistics on excise stamps purchased by tobacco industry during the
year provided by Revenue Service of Georgia (Figure 1). The number of stamps
represents the number of standard packs (20 cigarettes) of filtered and non-
filtered cigarettes sold legally in Georgia. The data suggests that in 2017 and 2018
the share of non-filtered cigarettes rapidly increased compared to the previous
years and constituted 19.9 and 30.1 percent of total cigarette sales respectively.

Excise Stamps on Cigarettes Packs (million)
Figure 1

M Filtered M Non-filtered

79
116

268

2013 2014 2015 2016 2017 2018 2019

Source: Revenue Service of Georgia

In 2019, the market immediately reacted to equalization of tax rates on
filtered and non-filtered cigarettes and the number of stamps purchased for
non-filtered cigarettes became almost zero. However, Figure 1 does not include
the data on fine tobacco, which until November 2019 was not subject to excise
tax at all if it was packed in a primary packaging with the net weight more than
500 grams. It means that RYO cigarettes were de facto exempt from any excise
tax.

1 Due to its nature, the higher is the rate of ad valorem tax, the larger is the difference
between lower and higher-priced products or brands.
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Figure 2 shows our estimates of cigarettes consumption by type of cigarettes
based on IHS data. It shows that the share of RYO cigarettes in the total cigarette
market has been increasing since 2017. We estimated that in 2019 the share of
RYO cigarettes constituted 22 percent of total cigarette sales in Georgia, which is
a significant increase compared to maximum of 2 percent before 2017.

Purchases of Cigarettes Packs (million)

Figure 2
M Filtered M Non-filtered ™ RYO
5
7 5 9 7
115 y
. 146 2 ™
157 13
68
434
Sl 367 416 419

311

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: IHS, author’s calculations

Therefore, the possible health benefits of the implemented tax policies are
hindered by the heterogeneous nature of taxation, which encourages downward
substitution and shifting to smoking RYO cigarettes instead of the desired
reduction in smoking.

Conclusion

It is difficult to assess the effectiveness of recent tobacco control measures
and to design future policy due to outdated information and the lack of high-
quality time series data on smoking. However, some conclusions can be made
based on IHS data, as it collects information on weekly household consumption
of goods and services, including three types of tobacco products - filtered and
non-filtered cigarettes, and fine tobacco.

Using IHS data we estimated that considering all cigarettes (filtered, non-
filtered and RYO cigarettes) smoking prevalence in Georgia has been rapidly
decreasing since 2017, coinciding with the biggest hike in excise taxes on tobacco
products in history of Georgia. Our finding suggests that Georgia made significant
progress in the fight against the tobacco epidemic by implementing recent
tobacco control measures.
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The existing heterogeneous nature of taxation affects the relative prices of

different tobacco products and consequently, consumers’ choices. In 2017 and
2018 the share of non-filtered cigarettes rapidly increased compared to previous
years. Our findings also suggest that the share of RYO cigarettes in the total
cigarettes market has been increasing since 2017. Consequently, recent changes
in cigarettes consumption structure (downward substitution and shifting to
smoking non-filtered and RYO cigarettes) negatively affects the possible health
benefits of implemented legislative and tax policies.
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bogohm3gomdn mv8dsgmb dmbdohgds fohdmseggbb 86033690m356 3hm-
00900b hmgmhg bodmgoemgdhngn 306003300L, 00939 93MbMAnggho 3ymbao.
2017 §90b bogohmzgoem aym 23-5 dbmaeomdn oo 89-15 93hm3odn Dhesbhyon
dmbobegmMonb M08dsgmb dmf930L 80A39690000b Gnbgo3nm. sds30hmyove, bo-
Johmzgomdno 30800 gmb dmbadohgdobmob ©030390hg0700 050390909000306
ymggofonghoe 11,400 0180060 nmy3dgds. dmfggnb bogohogem 93mbmdnsgho
bohzg00, hmdg0ni dmnEo3b 306003300 30hodnh bohzgob, 0o v300MOLY
bN33000006MOLMVE 0303F0h90700 vhodnhgsdnh bohzgdl, F9003060 goo-
bomgdno 825 80b oohbL Fgonfoedon.

ohbg0900 3hmd0gdnb goesboghgove, bogdohmzgomad dmom §ogdnb gobdos-
30movsdn dnhgyon 3300090900 3obobmhngos M18dsgmb 3mbBhmonb 306mb-
00900m0ovdn. 3ohogoghoe, 2017 Fonesb 0oflygdgon, od0ogmb 3hmeyd00d9
ho8o9b39hdg 86033690m3600 3ondohes 893090b goesboboen, hodog, mv30b
dbhng, 00mgdges 06800gmb 3hmeydinnb 1obgody].

30b6bmh309090900 6050039000 98998006Md, 967 dobn 3030960 LodM-
3oemgohng 3060033000 o bmEnoogh-93mbmadnggh 3909390939, 39h oh ohob
dgbobFo30000, hog 0630hmogdgoens bogohmzgomdn dmfgzob go3zhagegodnb
dgbobgo bondgom bLBoBNLEN3Yho AmboEgd900Lb shohbgomonm. bBsB0bB03I-
ho 8mbuy398900 oh ghmgegds vegnemohngse, bmom dbmazenm 506003300 Mmh-
8060d0300b dngh bLogohmzgomdn AoBohgodyon dmGg30bmob pv30390hg0900
bognMbnb 3060036900 3odM303930 Mvohomeyds 2016 fono.
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bBoBNo 3oh33990F0000 8330h90L vmMbNBbye 3hmdEgdsb Logdohmzgomb
bBoBNLBN3NL ghmzbyon LodLsbyhob Tnbodyyhbgmogdab 0bByghohgdycn
ymgzgofonghn 300m330930b dmbo39000 009900b godmygbgodno. A396 393939-
090 0333903009, hmamh 033090MEs Mvddsgmb dmbdohgds 060899hbgmodg-
onb emb9%9 Logohmzgomdn 2013-2020 ogodn. dnmgdye dmby39390%9 oyh-
96m()nm d9b0d0g09000 3o390m09b dg80930 000336900:
0mf930b 3o3h3909008 bogohmzgomdn evnfym 83390mha J9di30hgds 2017
feneob, hog 900b3939 9gd30d0b goesboboenb Dheob o Moddogmb 3mb-
&hmonb hggyenhgdnb F9803m3 300393h9000. 2016 fgomob Tgeohgdom,
2019 §90b 00803gmb dmE9g30b go3hE9090s (8m30n0n 806s833hbgmdg-
00b omb9d9) 89830hes 33.4% - 036 26.2 %-00).
39430d0b 3oeoboboenb godheod godmofizns aohemonmn 1obgonb 3300-
0900 0100009mb bb3oELb3s 3hmeydnsb dmhab, hoboi ndmgdges dmadb-
00h9060900b J393099. 39hdme, 8939000 b3fneds nodhnsbn bngshgdn,
AooboB300 39h 38008hm bogohgBno o 830093 - 3obob3g30 M¥ymybno.
2019 §900, gobobggzn mymybnb dmbdsohgded dgsea0bo 010300gmb 3hm-
07943000 dmenobn dmbdsohgonb 22%, sdnb hmegboi nb oh smyds8gomes 2%
2017 §oo00g. 3900000nboe, M8dsgmb dmaBbohgo0gdnlb Bngh 00s0x3LNVbN
00 3000bohnbbnobn 3hmeyganob dmbdohgoodg gooob30008, dgndogds dgo-
dgnhmb 00800gmb dmbdohgonb Foboomdeyg gobbmhingegoyen 3mendninb
9J%9980sb6moL.
0o3306dm bnBY3900: 015300 JMbL 3MbBhMEnbL 3MEnB 030, vgd3nd0b goes-
boboen, dmfgz0b go3h90909, bogahgBnb dmbdsohgdnb bBhaydSsahs, dmabdys-
hg090010 J3939.
JEL Codes: F21, R10, R11, R42
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