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Abstract
Ukraine is recognized internationally as having implemented some of the best practices in relation to taxation 
of tobacco products, particularly cigarettes. In the period of 2008–2018, the Ukrainian Government increased 
the average excise tax on cigarettes from 0.58 to 15.5 Ukrainian hryvnia (UAH) per pack, resulting in a 12-fold 
increase in tobacco excise revenues and a 40% reduction in the number of daily smokers. In 2017, the Ukrainian 
Government adopted a plan to increase excise tax on tobacco by 20% yearly until 2025 to reach the European 
Union minimum excise tax rate and further increase revenues, decrease consumption and reduce tobacco-
related mortality and morbidity. A simulation exercise was conducted to estimate the increase in revenues for 
the period 2020–2025 under the current schedule of increase. This was compared to the assessed impact of 
a slower increase in excise taxes, as suggested by the tobacco industry. Results show that revenues from the 
current schedule will remain substantially larger than those under the industry proposal even if illicit trade 
doubled in this period. Excise revenues would reach 102 billion UAH by 2025 under the current schedule 
compared to around 68 billion UAH under the industry proposal.
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Introduction



1

Tobacco use is one of the main public health threats and a major risk 
factor for noncommunicable diseases (NCDs) such as cardiovascular and 
respiratory diseases, cancer, diabetes and many other conditions (1). NCD-
related mortality in Ukraine is reported to be among the highest in the WHO 
European Region, with 84% of all deaths in 2017 caused by major NCDs (of 
these, 62% were attributed to cardiovascular diseases and 14% to cancer) (2). 

In response to the global tobacco epidemic, Ukraine ratified the WHO 
Framework Convention on Tobacco Control (WHO FCTC) (3) – the international 
public health treaty that outlines evidence-based measures proven effective 
in reducing tobacco use and associated morbidity and mortality – in 2006. 
Ukraine has made considerable progress in implementing the core articles 
of the WHO FCTC, consequently achieving a remarkable 20% reduction in 
smokers since 2010. The current level of tobacco use remains high, however, 
with 23% of adults still using tobacco. Strengthened measures need to be 
put in place to make further significant reductions in smoking prevalence 
and enable Ukraine to meet fully its obligations under the WHO FCTC (4). 

Issues that need to be addressed include lack of enforcement and loopholes 
in existing legislation that have resulted in the growing popularity of new 
and emerging nicotine and tobacco products, such as electronic nicotine 
and non-nicotine delivery systems (ENDS/ENNDS products, often referred 
to as electronic (or e-) cigarettes) and heated tobacco products (HTPs). The 
latest Global Youth Tobacco Survey, conducted in 2017, showed that overall, 
18.4% of students aged 13–15 years were current e-cigarette users (22.6% 
of boys and 14.0% of girls) (5).

The Parliament of Ukraine adopted amendments to the tax code on 16 January 
2020 to prevent the growing uptake of ENDS and HTPs by young people and 
reduce the products’ affordability. These amendments are expected to have 
a positive impact on the population. Additionally, the Tobacco Control Bill, 
which is aligned with the WHO FCTC, European Union Directive 2014/40/EU 
(6) and WHO recommendations on new and emerging nicotine and tobacco 
products, currently is undergoing revision by the Parliament. 
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Cigarettes

Ukraine is recognized internationally as having implemented some of the 

best practices in relation to taxation of tobacco, particularly cigarettes, the 

most commonly consumed tobacco product in the country. The Government 

increased average excise tax on cigarettes from 0.58 to 15.5 Ukrainian hryvnia 

(UAH) per pack between 2008 and 2018, an astounding 27-fold increase in 

10 years that led to a 12-fold increase in tobacco excise revenues (from 3.6 

billion to 43.6 billion UAH) during the period. Taking account of inflation, 

real increases in revenues in the period were almost four-fold. This was 

accompanied by an impressive 40% reduction in the number of daily smokers 

(from 10.1 million in 2008 to 6 million in 2018) (7).   

Going further in this positive direction, the Government adopted in 2017 

a plan to increase excise tax on tobacco by 20% yearly until 2025. Under 

this plan, Ukraine is set on a guaranteed path to reach the European Union 

(EU) minimum excise tax rate of €90 per 1000 cigarettes. Revising the plan 

down will delay the achievement of the target by many years. It will also be 

problematic given that the EU currently is considering increasing the €90 

minimum (8), making it even harder for Ukraine to reach the target if the 

current pace of tax increases was to slow down. The current schedule is a 

laudable policy that will not only increase revenues substantially, but will also 

decrease consumption and improve the health of the Ukrainian population 

through reductions in disease and death due to tobacco use.

A simulation exercise1 that looked closely at Ukrainian market data for 

cigarettes in 20192 was carried out to estimate the increase in revenues for 

the period 2020–2025 under the current schedule of increase. Two scenarios 

were considered: (a) excise tax is increased according to the adopted schedule 

and illicit trade remains the same; and (b) excise tax is increased according to 

schedule but illicit trade gradually increases from 5% of total consumption 

in 2019 to 10% in 2025.3

1	 Assumptions made for this simulation were: (a) the excise tax increase would be passed on fully to the retail price; 
(b) net-of-tax price (proxy for industry price) is adjusted to inflation every year; (c) price elasticity of demand would be 
−0.5 (meaning a 10% increase in price would reduce consumption by 5%); and (d) consumption reacts to real changes 
in price.

2	 Data were extracted from multiple sources: (a) prices of brands and total cigarette sales quantity for the year 2019 
were collected from the State Fiscal Service of Ukraine by Konstantin Krasovsky, tobacco-control expert, Ukraine; 
(b) brand market shares were taken from the database GlobalData Plc 2020; (c) the price elasticity value of −0.5 is 
the estimated average for low- and middle-income countries according to the National Cancer Institute and WHO (9); 
(d) inflation estimates for conversion of nominal numbers in real terms were taken from the International Monetary 
Fund (IMF) (10); and (e) the estimate of 5% illicit trade is taken from the latest Kantar report (11). 

3	 In this scenario, estimates of revenues account for a loss of consumption equivalent to an additional 0.7 percentage 
point of total illicit trade every year.
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Results show clearly that despite the unlikely scenario of illicit trade doubling 

between 2019 and 2025, the impact on revenues would be very small, partly 

because the baseline is low (an illicit trade of 5% is considered low). The 

difference in revenues between the assumption of no increase versus an 

increase in illicit trade would be only 0.7% on average. 

Overall, nominal revenues would increase substantially, from an estimated 

44 billion UAH in 2019 to 103 billion UAH in 2025. In real terms, the increase 

would remain substantial in the period 2019–2025, when revenues are 

estimated to increase by 39% (Fig. 1).

Fig. 1. Excise tax revenues from 
cigarettes in Ukraine, billion UAH, 
2019–2025, in nominal (with and 
without increase in illicit trade) and 
in real terms

Source: authors’ calculations 
using different data sources (see 
details in footnote 2).
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HTPs and ENDS/ENNDS products

Following a recent amendment to the tax code, from 1 January 2021, Ukraine 

will start taxing e-cigarette liquids with and without nicotine at the rate of 

3000 UAH per litre. 

The excise tax rate for HTPs will be increased significantly from 1139.76 UAH 

per kilogram of tobacco to 1456.3 UAH per 1000 sticks. This will increase by 

a further 20% annually over the next four years. The law also improves the 

structure of the excise tax on HTPs by changing it from a specific amount 

per kilogram of tobacco to a specific amount per 1000 sticks (12). This new 

base is easier to assess for tax administrators and will increase the tax per 

stick further. 

The tax on HTPs is the same as the minimum excise applied on cigarettes. 

There is no reason HTPs should be taxed less than cigarettes; like cigarettes, 

they are tobacco products. To date, there is no evidence to demonstrate that 

HTPs are less harmful than conventional tobacco products (13). Tobacco, 

even in its natural form, is inherently toxic and contains carcinogens. HTPs 

contain more than 20 harmful and potentially harmful chemicals in levels 

that are significantly higher than in a reference cigarette (14). 

In Ukraine, HTPs currently are sold at prices ranging between 53 UAH and 60 

UAH per 20 sticks, at the levels of premium cigarette brands like Marlboro, 

Parliament or Davidoff.4 While the total tax share on cigarette premium 

brands stands at around 60%, the total tax share of HTPs is much lower, at 

34–36%.5 This means tobacco companies hold a large margin with HTPs; an 

increase in tax on HTPs therefore is likely to be absorbed, at least partially, 

by tobacco companies, leading to small increases in prices. Switching from 

the current rate of 1139.76 UAH per kilogram to 1456.33 UAH per 1000 

sticks from 2021 will increase revenues from around 1 billion UAH per year 

to more than 4 billion. This is a most welcome increase in revenues that 

should not be deterred through pressure from the industry to repeal the 

adopted changes in HTP taxation as of 2021.

4	 Prices were checked in online shops, such as Rozetka (15), on 25 August 2020.

5	 Authors’ calculations using current prices and applicable tax rates (as of 25 August 2020).
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The tobacco industry currently is pressing the Government to revise the tax 
schedule down, on the grounds that illicit trade in tobacco is on the rise. 
The industry is offering the Government guaranteed revenues provided the 
Government agrees to reduce the yearly excise tax increase from 20% to 
10% (16).

In the same simulation exercise describe previously, another two scenarios 
were considered: (a) excise tax is increased according to schedule but illicit 
trade gradually increases from 5% of total consumption in 2019 to 10% in 
2025; and (b) excise tax increases according to the industry’s proposal (10% 
yearly) and illicit trade remains at 5%.

Fig. 2 compares the revenue estimates for each of the two scenarios. Results 
show that despite the unlikely scenario of illicit trade doubling between 2019 
and 2025, excise tax revenues would remain higher than with a low excise 
tax increase, as suggested by the industry. Excise tax revenues with the 
current schedule are expected to increase to 102 billion UAH by 2025, even 
accounting for the increase in illicit trade. Revenues with small tax increases, 
as suggested by the industry, would increase only to 68 billion UAH by 2025. 
Sticking to the current tax schedule brings only benefits by decreasing overall 
consumption despite increases in illicit trade and generating much-needed 
revenues, part of which could be used to strengthen tax administration and 
the fight against illicit trade. 

Fig. 2. Excise tax revenues from 
cigarettes in Ukraine, billion UAH, 
2020–2025, current schedule with 
increased illicit trade versus industry 
proposal

Source: authors’ calculations using 
different data sources (see details in 
footnote 2).
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Offering guaranteed revenues for the Government if they forego large tax 
increases is a well know strategy used by the tobacco industry in all parts 
of the world. Pakistan recently experienced the same issue. In their budget 
year 2017/2018, the Government of Pakistan, under pressure from the 
tobacco industry, did not increase the excise on tobacco, but rather created 
a new low-tax tier. The industry claimed this would help contain illicit trade 
and increase revenues compared to the year before. The introduction of the 
new low-tax rate increased consumption but did not generate the additional 
revenue promised by the industry: the Government received 66.92 billion 
rupees (€355 million), the same revenue as the year before. Having learned 
this lesson, the Government in the next budget year (2018/2019) increased 
the tax rate for the lowest tier by almost 48% – against the advice of the 
tobacco industry – and their revenues increased by 43% to 95.61 billion 
rupees (Pakistan Federal Board of Revenue, personal correspondence, 2020).

The fear of a potential increase in illicit trade should not prevent countries 
from increasing their excise taxes. In Georgia, for example, illicit trade is 
estimated to be quite low (around 1.5% of total consumption (17)) but may 
have increased slightly recently (Ministry of Finance, Georgia, personal 
communication, 2020). This did not prevent the Government of Georgia 
increasing excise tax on tobacco substantially in recent years by around 
30–40% per year in nominal terms. These tax increases are also part of an 
effort to get close to the EU excise tax minimum and the Government is 
committed under its Association Agreement with the EU (18) to continue 
increasing tobacco excise taxes to reach the €90 per 1000 cigarettes minimum. 
The tax increases so far have generated large revenue increases (Fig. 3).

Fig. 3. Real excise tax yield per 
pack of cigarettes and real excise 
revenues in Georgia, million GEL 
(base year 2013), 2013–2018

GEL: Georgian lari.

Note: the tax yield reported here 
accounts for the specific and ad 
valorem excises applied on filtered 
cigarettes, which comprise most of 
the consumption in the country. The 
excise on unfiltered cigarettes was 
lower during the period covered but 
was equalized to the tax of filtered 
cigarettes in 2019.

Sources: authors’ calculations using 
multiple sources: (a) price of the 
most sold brand and excise rates and 
revenues (WHO (19) ); (b) additional 
information on excise rates, revenues 
and prices for missing years in the 
report from the WHO Country Office 
in Georgia and from Konstantin 
Krasovsky, tobacco-control expert, 
Ukraine; and (c) inflation estimates 
for adjustments in real terms from 
the IMF (10).
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The best way to fight illicit trade is not by sacrificing tax increases, but by 
implementing strong tax administration measures to prevent illicit trade 
activities. The WHO FCTC Protocol to Eliminate Illicit Trade in Tobacco 
Products (20) presents a blueprint for best practices/policies to deal with 
this issue. It therefore is recommended that Ukraine considers becoming a 
Party to this Protocol.
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Conclusions



To reduce tobacco use and curb the increasing trend of new and emerging 
nicotine and tobacco products, especially among young people, the Government 
of Ukraine should exclude or minimize existing legislative loopholes and 
facilitate proper implementation of legal requirements. It should also rely on 
its experience in increasing tobacco taxation, which has led to spectacular 
results in terms of revenue increases and smoking reduction. This experience 
has made the country become the global reference for best practices in 
tobacco taxation.  

The current plan for tax implementation and increases for cigarettes, HTPs 
and ENDS/ENNDS products is a sound policy that will lead to reductions 
in consumption and prevalence while at the same time increasing much-
needed revenues. Conversely, industry proposals to reduce the scheduled 
tax increases by 2025 because of potential increases in illicit trade will lead 
to lower revenues. Keeping with the current excise increase schedule will 
provide stable and increased revenues despite possible increases in illicit trade.

The current COVID-19 pandemic is pushing economies into severe recession. 
Finding new sources of revenue is becoming a priority for most countries. 
Tobacco taxes are smart taxes. They are imposed on a non-essential 
good, a product that kills up to half of its users. Tobacco taxes Save lives, 
Mobilize resources, Address health inequalities, Reduce the burden on 
health systems and Target NCD risk factors. Ukraine is a living example 
of the potential of significant tobacco tax increases in reducing tobacco 
consumption substantially while at the same time generating significant 
revenues for the state. Foregoing revenues from such a smart tax will have 
negative consequences. 
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