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The Stratbase ADR Institute for Strategic and International 
Studies (ADRi) is an independent strategic research 
organization with the principal goal of addressing the issues 
affecting the Philippines and East Asia through:

1. Effecting national, regional and international policy 
change or support
2. Fostering strategic ideas based on cooperation and 
innovative thinking
3. Providing a regional venue for collaboration and 
cooperation in dealing with critical issues in East Asia; and
4. Actively participating in regional debates and global 
conversations

With its international focus, ADRi believes that Philippine 
and regional security and development can be achieved 
through the cooperation of the public and private sectors.

ADRi traces its roots to the Stratbase Research Institute 
(SRI) established in 2004. SRI focused on providing strategic 
solutions to domestic governance, socio-economic, and 
other policy concerns. It aimed to contribute to Philippine 
development through research and responsive policy 
alternatives.

As SRI sought solutions, East Asia’s affairs frequently 
inserted themselves into the equation. There was and is a clear 
relation between domestic and regional affairs; movement in 
one reverberates in the other.
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ABSTRACT

In terms of meeting its objectives, the Sin Tax Law of 2012 has so 
far yielded mixed results. It managed to raise revenue that benefited 
the universal health care program and other government welfare 
initiatives. However, whether or not it has achieved its avowed health-
related goals is less conclusive. For instance, selected excise tax rates 
under the earlier sin tax legislation are higher than the rates under 
the 2012 version, especially for distilled spirits and premium cigarette 
brands. This might explain the increase in volume removals for some 
products in the first two years of the implementation of the Sin Tax 
Law of 2012, particularly for distilled spirits.

In addition, the author’s own estimate of price elasticity of demand 
(PED), and confirmed by three others (DOF  2012; Quimbo et al. 2012; 
Sornpaisarn 2017), found the PED for sin products to be below 1 or 
inelastic. As a way of regulating consumer behavior then, raising excise 
taxes of so-called sin products does not quite achieve its intended effect.

Moreover, historically rampant smuggling and illicit trade negate 
the health objective of reducing the consumption of sin products. If 
the taxes keep rising for sin products, there are two unintended effects 
to public health and government revenues, where consumers bypass 
excessive taxes and regulation by buying inferior goods with lower 
taxes and lower prices and where increased black-market activity, 
more smuggling, and illicit trade of counterfeit alcohol and tobacco 
products erodes potential revenues for the government.

Instead of introducing another round of higher sin tax, legislators 
and executive agencies should focus on plugging loopholes, such as 
controlling the proliferation of smuggled and illicit products.
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1

ASSESSMENT OF THE 
SIN TAX REFORM ACT 

OF 2012

BIENVENIDO S. OPLAS, JR.

The main intent or purpose of higher excise taxation is two-fold: 
(1) to further penalize an act, work, or consumption and hope 

to discourage their additional use; and (2) to give more money to the 
government to further provide economic and social services to the 
people.

Republic Act (RA) 10351, or the Sin Tax Law of 2012, has two main 
goals: (1) to further discourage smoking and drinking and promote 
public health and (2) to raise more money for the government’s 
universal healthcare (UHC) and other welfare programs, as well 
as support for tobacco farmers in certain provinces to help them 
transition toward non-tobacco farming.

The specific and more detailed goals of the law are:

(1) Remove multiple price classification where older brands 
have different tax rates than new ones; reduce the number of 
tiers of products and move to a unitary or single tax structure 
by 2017. This is meant to discourage people from shifting to 
cheaper cigarette and alcohol brands;
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(2) Remove grandfathering provisions for certain brands, level 
the playing field; and 

(3) Index tax rates to inflation starting 2018 for both alcoholic 
and tobacco products. The tax hike of 4% per year is higher than 
projected inflation rates of 3%. 

Four years after the law was enacted, a reworking of physicist Isaac 
Newton’s third law of motion—“For every action, there is an equal 
opposite reaction”—seems to encapsulate the lessons from the Sin Tax 
law of 2012: “For every government intervention and taxation, there is 
an equal opposite distortion.”

In this sense, the distortion is exhibited in many ways. Higher 
taxation unintentionally encourages the production of cheaper 
and often lower quality goods and services to respond to consumer 
demand for cheaper products. This encourages illicit trade and, in 
turn, corruption in government, as smugglers need patrons in the 
government bureaucracy to survive on a long-term basis.

Hence, the purpose of this paper is two-fold: (a) to investigate 
whether the first and second avowed goals of higher taxation of 
tobacco and alcohol products were attained more than four years after 
it was enacted and, in doing so, (b) explain how exactly the restated 
Newtonian third law, with respect to sin products, come about.

Review of Literature

Several studies review and evaluate whether RA 10351 has successfully 
met its objectives. 

Reside and Burns (2016) found that the sin tax enabled government 
revenues from alcohol and tobacco excise taxes to increase significantly 
while also simplifying tax collection. The budget for the Department of 
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Health tripled between 2012 and 2015, and the national government 
dramatically increased its allocation for free health insurance 
premiums for the poor. 

Manasan and Parel (2013) observed that RA 10351 not only 
simplifies tax administration and increases tax revenues but also 
eliminates the preferential tax treatment given to existing brands 
by doing away with the freeze in price classification. However, the 
earmarking of incremental revenues continues to be one of the law’s 
major features, despite arguments against it.

Kaiser, Bredenkamp, and Iglesias (2016) noted that the sin tax 
reform has ended the one-peso cigarette. Any cigarette sold for one 
peso would either be receiving a subsidy from producers or excise 
taxes are not being paid.

With regard to the Sin Tax Law’s impact on tobacco demand, 
Quimbo et al. (2012) estimated the elasticities or responsiveness of 
tobacco consumption in the Philippines and reported the following 
figures: (a) price elasticity is -0.87, which means that for every 10% 
increase in the price of cigarettes, consumption or demand would 
decline by nearly 9% on average; and (b) income elasticity is 0.66, 
which means that for every 10% increase in income of households, 
their demand for cigarettes would increase by 6.6% on average.

There is no literature examining the impact of RA 10351 on alcohol 
demand, but Sornpaisarn et al. (2017) estimated the price elasticity 
of alcohol products in lower and medium-income countries at -0.79, 
indicating a similar inelastic demand with that of tobacco. 

Unfortunately, sin taxation and pricing policies are limited in that 
these could just make consumers shift to cheaper or illicit tobacco 
or alcoholic beverages. Snowdon (2017) noted that paternalistic 
regulations, such as high and increasing sin taxes, raise costs for 
consumers and force them to make sub-optimal choices. The 
unintended effects of such “state paternalism” include: higher costs 
for consumers, as punitive sin taxes on alcohol, tobacco, and certain 
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food products have regressive effects and exceed the alleged costs of 
unhealthy lifestyles; substitution effects, in which consumers bypass 
excessive taxes and regulation by buying inferior goods, thus reducing 
their consumer surplus; more black market, or when illicit trade is 
fueled by more state prohibitions, regulations, and taxation, effectively 
forcing people to move from more transparent, regulated products 
to less safe, unregulated products, ultimately reducing individual 
welfare; loss of consumer information, as in a ban on advertising that 
can be seen as legal coercion that infringes the rights of business to 
tell consumers about their products and prevents consumers from 
acquiring information; and corruption in implementing “public 
health” legislations, such as smuggling and illicit trade, encourages 
corruption in government as these trades cannot be sustained for years 
without the connivance of certain government officers.

Indeed, as Reside and Burns (2016) noted, the abrupt increase 
of tax rates under RA 10351 saw the rise in popularity of low-price 
cigarettes and increased observations of illegal cigarettes. While 
there is no available data on alcohol smuggling in the Philippines, 
Anderson et al. (2009) finds that as alcohol taxation increases, the 
amount of unrecorded consumption also tends to increase, reducing 
the effectiveness of alcohol taxation and pricing strategies.

In the Philippines, illicit trade, particularly smuggling—its most 
common form, is an important concern. Abola et al. (2014) estimated 
that the illicit trade of cigarettes comprised 35% of declared removals 
from 1994 to 1995, 14.5% in 2007, and 10.5% from 2008 to 2009. 
The Center for Research and Communication (2017) estimated that 
around P904.6 billion worth of smuggled goods entered the country 
from 2011 to 2015. This figure does not even include other economic 
costs such as the decrease in gross output of P1.1 trillion, the decrease 
in household income of P77.2 billion, and around 291,070 displaced 
workers. Cigarettes were also tagged among the frequently smuggled 
goods.



Table 1 . Excise Tax Revenues from Alcohol and Tobacco Products and 
NG Health Insurance for the Poor before RA 10351

(in Billion Pesos)

Source: DOF and PhilHealth

 BIR Collections 
Year      Alcohol          Tobacco           Total

BOC
Collections

1999       12.53           16.53   29.06          7.78 
2000       13.00           17.42   30.42          8.34
2001       12.50           19.35   31.85          9.17        0.5
2002       12.86           20.06   32.92          9.74        0.5
2003       13.87           19.97   33.84           13.74        0.5
2004       15.97           23.06   39.03           14.90        0.5
2005       17.01           23.70   40.71           18.81        0.8
2006       16.08           26.81   42.89           20.30        2.9
2007       18.79           23.20   41.99           21.74        3.5
2008       19.84           27.56   47.40           26.28        4.5
2009       20.64           24.23   44.87           24.38        5.0
2010       21.78           31.72   53.50           28.30        5.0
2011       22.87           26.00   48.87           30.65        3.5
2012       23.90           32.94   56.84           29.94      12.5

NG Health
Insurance
 for Poor
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RA 9334 (2004) and RA 10351 (2012) Tax Rates 
and Revenue Performance

Before the Sin Tax Reform Act, excise tax collections by the Bureau of 
Internal Revenue (BIR) from alcohol and tobacco products were rising 
marginally, except in 2010 and 2012, in which there were big jumps in 
collections. Even so, the national government (NG) allocation for the 
health insurance premium for the poor remained flat at P 0.5 billion/
year from 2001 to 2004, only rising marginally after that. A jump in 
spending occurred in 2012, although it came from the regular budget, 
not from the Sin Tax Reform Act (Table 1). 



Table 2 . Excise Tax Rates Under RA 9334
(in Pesos)

Source: RA 9334, Sections 1-5

Products                 2005      2007              2009  2011

Cigarettes: < 5.00
5.00 – 6.50
6.51 – 10.00
> 10.00

Distilled spirits: from nipa, 
coconut, sugar, cassava, 
camote, buri
< 250 of 0.75 I
250 – 675
> 675

Wines: < 500
> 500
Still <14% alc.
Still, 14-25% alc.
> 25% alc.

Fermented liquor: <14.5
14.50 – 22.00
> 22.00

2.00
6.35
10.35
25.00

11.65

126.00
252.00
504.00

145.60
436.80
17.47
34.94

Taxed as spirits

8.27
12.30
16.33

2.23
6.74
10.88
26.06

12.58

136.08
272.16
544.32

157.25
471.74
18.87
37.74

8.93
13.28
17.64

2.47
7.14

11.43
27.16

13.59

146.97
293.93
587.87

169.83
509.48
20.38
40.75

9.65
14.35
19.05

2.72
7.56

12.00
28.30

14.68

158.72
317.45
634.89

183.41
550.24
22.01
44.01

10.42
15.49
20.57

(Cigarettes in P/pack, Spirits in P/proof liter, Wines, Fermented liquor in P/liter)
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Prior to the 2012 version of the Sin Tax Reform Act, the tax 
rates outlined in RA 9334 (2004) were generally lower with price 
adjustments of 8% increase every two years starting 2007. The implied 
rates are given in the table below (Table 2). Moreover, the taxation of 
tobacco products was somehow complicated because of four different 
tiers or brackets.

RA 10351 revised certain sections of RA 8424 or the National 
Internal Revenue Code (NIRC), also known then as the Comprehensive 
Tax Reform Program (CTRP) of 1997, and RA 9334. In particular, tax 
rates moved upwards in the following amended sections: Section 141 



Table 3 . Excise Tax Rates Under RA 10351
(in Pesos except %)

Source: RA 10351, Sections 1-5

Products      

Tobacco products
Cigars
Cigarettes by hand

Cigarettes 
manufactured 
by machines 
and stamped:
   below P11.50 NRP*
   above P11.50 NRP

Beer, <P50.60
Beer, >P50.60

Spirits, specific tax and
ad valorem tax

Wines, NRP < P500
Wines, NRP > P500

Still wines <14% 
alcohol
Still wines >14% 
alcohol

P/kilo
P/cigar
P/pack

P/pack

P/liter

P/proof liter

P/liter vol.

P/liter vol.

1.75
5 + 20%
12

12
25

15
20

20
+15%

250
700

30
60

Specific rates increase 4% annually
Specific rates increase 4% annually
15          18           21           30     + 4%/yr

Unit 2013 2014 2015 2016 2017 2018

17          21           25          30     + 4%/yr
27          28           29          30     + 4%/yr

17
21

20
+15%

19           21          23.5     +4%/yr
22           23          23.5     +4%/yr 

20           20.8       21.63   22.5
+20%     +20%     +20%   +20%

Specific rates increase 4% annually

Specific rates increase 4% annually

*NRP = net retail price, prices before taxes
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(distilled spirits), Section 142 (wines), Section 143 (fermented liquors), 
Section 144 (tobacco products), and Section 145 (cigars and cigarettes) 
(Table 3).

Cigarettes were sold at P11.50/pack or lower in 2012 then doubled 
to P23.50/pack in 2013 due to the increase in excise tax at P12/pack. 
Meanwhile, cigarettes above P 11.50/pack tripled in price, from P12/
pack in 2012 to P37/pack in 2013, due to the P25 increase in excise tax.

Beer that cost below P50.60/liter in 2012 became P65.60/liter in 
2013 due to the P15 tax hike, while beer, that cost P55/liter in 2012 
became P75/liter in 2013 because of the P20 increase in excise tax.



Table 4 . Simpli�ed Excise Tax Rates at NRP in 2012
(in Pesos except %)

Source: RA 10351, Sections 1-5

Products      NRP 2012 2013 2014 2015 2016 2017

Cigarettes by 
machines, P/pack

Beer, P/liter

Wines

Spirits, ad valorem 
+ specific, 
P/proof liter

< 11.50
>11.50

< 50.60
> 50.60

<500
>500

12
25

15
20

250.0
700.0

15%+
20

17
27

17
21

260.0
728.0

15%+
20

21
28

19
22

270.4
757.1

20%+ 
20

25
29

21
23

281.2
787.4

20%+ 
20.8

30
30

23.5
23.5

292.5
818.9

20%+ 
21.63
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Following this general tax hike from RA 9334 to RA 10351, there 
was an evident increase in the prices of sin products. 

For instance, the cheapest cigarette brands until 2012 were sold for 
only P0.50/stick to around P1.50/stick. Mid-tier brands were sold from 
P1.70 to P2.50/stick. Expensive brands were sold from P4 to P5/stick. 
By 2013, there were no more cigarettes below P1/stick. By 2014, the 
cheapest cigarettes cost about P30/pack or P1.50/stick.

To further contextualize the tax hike and its impact on consumption, 
Table 4 is presented with a simplification of excise tax rates.

In the absence of actual retail prices of various products in 2012, 
estimates are used. Net retail price (NRP) is defined by the law as “the 
price at which the distilled spirits/fermented liquor/cigarettes is sold 
on retail in at least five (5) major supermarkets excluding the amount 
intended to cover the applicable excise tax and VAT.” 

In constructing the estimated retail price (ERP), simple equations 
are used, with price adjustments of 5% per year in the NRP starting 
2013. Note, however, that these formulas assume that all manufacturers 
passed on all tax increases to consumers.



Table 5a . Estimated Retail Prices (ERP) of Cigarettes, Beer, 
and Wines in 2012 and 2013

(in Pesos)

Source: Author’s computation

Products      
NRP 
2012

(1)

ET RA 
9334

(2)

VAT 12%
(1+2)*.12

=(3)

ERP 2012
(1+2+3)

=(4)

NRP 
2013

(1)

ET RA 
10351

(2)

VAT 12%
(1+2)*.12

=(3)

ERP 2013
(1+2+3)

=(4)

Cigarettes
-machines, 
P/pack

Beer, 
P/liter

Wines, 
P/liter vol.

5.00
6.50

20.00
40.00
60.00

14.00
40.00
50.00

400.00
600.00

2.72
7.56
28.30
28.30
28.30

10.42
15.49
20.57

183.41
550.24

0.93
1.69
5.80
8.20
10.60

2.93
6.66
8.47

70.01
138.03

8.65
15.75
54.10
76.50
98.90

27.35
62.15
79.04

653.42
       1,288.27        

5.25
6.83
21.00
42.00
63.00

20.00
42.00
52.50

420.00
630.00

12.00
12.00
25.00
25.00
25.00

15.00
15.00
20.00

250.0
700.0

2.07
2.26
5.52
8.04

10.56

4.20
6.84
8.70

80.40
159.60

19.32
21.08
51.52
75.04
98.56

39.20
63.84
81.20

750.40
       1,489.60       
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The equations are as follows:

ERP 2012   =    NRP 2012 + Excise Tax (ET) of RA 9334 + VAT

ERP 2013  =   NRP 2013 adjusted for inflation 2013 + ET of  
        RA 10531 + VAT

For these equations, the actual inflation rates of “alcoholic beverages 
and tobacco” were 29.8% in 2013, 5.2% in 2014, 3.8% in 2015, and 
5.7% in 2016.

Given the preceding data, the nearly 30% increase in 2013 was due 
mainly to the tax hike, and not to the increase in NRP. Meanwhile, the 
nearly 5% average increase from 2014 to 2016 does not include the 
outlier 30% hike and, hence, is more realistic and is assumed as the 
annual hike in NRP.

The computation of the ERP for distilled spirits is not included 
in Table 5a because the taxation of spirits and hard drinks is more 
complicated than cigarettes, wines, and beer. This is because (a) the 



Table 5b . Estimated Retail Prices (ERP) of Cigarettes, Beer, 
and Wines in 2014 and 2015

(in Pesos)

Source: Author’s computation

Products      
NRP 
2014

(1)

ET RA 
10351

(2)

VAT 12%
(1+2)*.12

=(3)

ERP 2014
(1+2+3)

=(4)

NRP 
2015

(1)

ET RA 
10351

(2)

VAT 12%
(1+2)*.12

=(3)

ERP 2015
(1+2+3)

=(4)

Cigarettes
-machines, 
P/pack

Beer, 
P/liter

Wines, 
P/liter vol.

5.51
7.17

22.05
44.10
66.15

21.00
44.10
55.13

441.00
661.50

17.00
17.00
27.00
27.00
27.00

15.00
20.00
20.00

260.0
728.0

2.70
2.90
5.89
8.53
11.18

4.32
7.69
9.02

84.12
166.74

25.21
27.07
54.94
79.63
104.33

40.32
71.79
84.14

785.12
    1,556.24    

        

5.79
7.52
23.15
46.31
69.46

22.05
46.31
57.88

463.05
694.58

21.00
21.00
28.00
28.00
28.00

15.00
20.00
20.00

270.40
757.12

3.21
3.42
6.14
8.92

11.69

4.45
7.96
9.35

88.01
174.20

30.00
31.95
57.29
83.22

109.15

41.50
74.26
87.23

821.46
      1,625.90       
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former makes use of proof liter as the basis for excise tax rather than 
liter volume and (b) there is ad valorem tax that is imposed on top of 
excise tax. Thus, a separate computation of ERP and taxes for distilled 
spirits will be shown in Table 6.

Notable in the above table is that, compared with RA 9334, RA 
10351 imposes (a) higher tax rates for cheaper tobacco products, (b) 
similar tax rates for beer, and (c) higher tax rates for wine.

The NRP for the cheapest beer has been adjusted from P14/liter in 
2012 to P20/liter in 2013. This means that there should be no more P14 
beer by 2013.

The table below reflects the cigarette tax hikes in 2014 and 2015. 
Beer excise tax is flat at P15 and P20 for 2013 to 2015. Excise tax for 
wine would adjust 4% per year increase starting 2014 from their base 
rates of P250/liter and P700/liter in 2013.



Table 5c . Estimated Retail Prices (ERP) of Cigarettes, Beer, 
and Wine in 2016

(Percent Increase in ERP 2012-2016)

Source: Author’s computation

Products      
NRP 
2016

(1)

ET RA 
10351

(2)

VAT 12%
(1+2)*.12

=(3)

ERP 2016
(1+2+3)

=(4)
2012
-2013

2013
-2014

2014
-2015

2015
-2016

Cigarettes
-machines, 
P/pack

Beer, 
P/liter

Wines, 
P/liter vol.

Cigarettes
Beer
Wines

6.08
7.90
24.31
48.62
72.93

23.15
48.62
60.78

486.20
729.30

25.00
25.00
29.00
29.00
29.00

15.00
20.00
20.00

281.2
787.4

3.73
3.95
6.40
9.31
12.23

4.58
8.23
9.69

92.09
182.01

34.81
36.85
59.71
86.93
114.16

42.73
76.85
90.47

859.51
1,698.71

123.4%
33.9%
-4.8%
-1.9%
-0.3%

2.7%
2.7%
2.7%

14.8%
15.6%

30.1%
2.7%

15.2%

30.5%
28.4%
6.6%
6.1%
5.9%

2.9%
12.5%
3.6%

4.6%
4.5%

15.5%
6.3%
4.6%

19.0%
18.0%
4.3%
4.5%
4.6%

2.9%
3.4%
3.7%

4.6%
4.5%

10.1%
3.3%
4.6%

16.0%
15.3%
4.2%
4.5%
4.6%

3.0%
3.5%
3.7%

4.6%
4.5%

8.9%
3.4%
4.6%

% increase in ERP
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By 2016, cigarette tax rates are approaching the unitary level of P30/
pack target by 2017. 

The percent increase in ERP simulation for each product tier and 
by year is shown below. Cigarette prices have double-digit increases 
except in the 2015-2016 period.

Here is a separate computation for the ERP of distilled spirits. 
As mentioned, unlike the excise tax computation of cigarettes, beer, 
and wines that is based on actual units (packs and liter volume), the 
computation for spirits is based on proof liter. This means that a one-
liter bottle will have to be “deflated” to its proof and alcohol content (2 
proof = 1% alcohol content) before the ET rate is applied.

A check of the more popular alcoholic products and brands at 
popular convenience stores revealed a prevalence of 55-56 proof and 
75-80 proof products, with nothing going 40 proof or lower. Thus, the 
55 and 80 proof products are used here.



Table 6a . Estimated Retail Prices (ERP) of Distilled Spirits in 2012
(in Pesos)

Source: Author’s computation

Under 
RA 9334      

NRP 2012
P/bottle

(1)

Proof
Liter (PL)

(2)

ET paid
(2)xET

=(3)

VAT 12%
(1+3)*.12

=(4)

Spirits, P/proof liter 
(P/PL) (at 55, 
80 proof, or 
0.55 and
 0.8 proof liter)

100.0
300.0
500.0

1,000.0
2,000.0
3,000.0

0.55
0.80
0.55
0.80
0.55
0.80

87.30
126.98
174.60
253.96
349.25
508.00

         22.48 
         51.24 
         80.95 
        150.48 
         281.91 
        420.96 

209.77
478.21
755.55

1,404.44
 2,631.16 
 3,928.96 

ERP 2012
(1+3+4)

=(4)

Table 6b . Estimated Retail Prices (ERP) of Distilled Spirits in 2013
(in Pesos)

Source: Author’s computation

Under 
RA 10351     

NRP 
2013

P/bottle
(1)

Proof
Liter 
(PL)
(2)

ET paid
(1)x(2)
x0.15
=(3)

VAT paid
(1+3+4)
x0.12
=(5)

Spirits, 
P/proof liter 
(P/PL) 
(at 55, 80 proof, 
or 0.55 and
0.8 proof liter)

105.0

315.0

525.0

1050.0

2100.0

3150.0

0.55

0.80

0.55

0.80

0.55

0.80

87.30

126.98

174.60

253.96

349.25

508.00

14.96

44.26

69.52

143.04

274.11

425.28

139.62

413.06

648.83

1,335.04

2,558.36
 

3,969.28 

ERP 
2013

(1+3+4+5)
=(6)

AVT paid
(2)

x(20)
=(4)

11.00

16.00

11.00

16.00

11.00

16.00
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Under RA 10351, distilled spirits are slapped with an ad valorem 
tax (AVT) aside from excise tax. This is incorporated in computing the 
ERP for 2013 and beyond.

The excise tax is 15% of NRP per proof liter, not liter volume, in 
2013 and 2014. The AVT is P20 per proof liter in 2013-2015. By 2016, 
the AVT has a 4% per year increase from the P20 base in 2015.



Table 6c . Estimated Retail Prices (ERP) of Distilled Spirits in 2014
(in Pesos)

Source: Author’s computation

Under 
RA 10351     

NRP 
2014

P/bottle
(1)

Proof
Liter 
(PL)
(2)

ET paid
(1)x(2)
x0.15
=(3)

VAT paid
(1+3+4)
x0.12
=(5)

Spirits, 
P/proof liter 
(P/PL) 
(at 55, 80 proof, 
or 0.55 and
0.8 proof liter)

110.3

330.8

551.3

1,102.5

2,205.0

3,307.5

0.55

0.80

0.55

0.80

0.55

0.80

9.10

39.69

45.48

132.30

181.91

396.90

15.64

46.37

72.93

150.10

287.75

446.45

145.99

432.81

680.66

1,400.90

2,685.66
 

4,166.85 

ERP 
2014

(1+3+4+5)
=(6)

AVT paid
(2)

x(20)
=(4)

11.00

16.00

11.00

16.00

11.00

16.00

Table 6d . Estimated Retail Prices (ERP) of Distilled Spirits in 2015
(in Pesos)

Source: Author’s computation

Under 
RA 10351     

NRP 
2015

P/bottle
(1)

Proof
Liter 
(PL)
(2)

ET paid
(1)x(2)
x0.20
=(3)

VAT paid
(1+3+4)
x0.12
=(5)

Spirits, 
P/proof liter 
(P/PL) 
(at 55, 80 proof, 
or 0.55 and
0.8 proof liter)

115.8

347.3

578.8

1,157.6

2,315.3

3,472.9

0.55

0.80

0.55

0.80

0.55

0.80

9.55

41.67

47.75

138.92

191.01

416.75

16.36

48.60

76.51

157.50

302.07

468.67

152.67

453.56

714.07

1,470.04

2,819.33
 

4,374.29 

ERP 
2015

(1+3+4+5)
=(6)

AVT paid
(2)

x(20)
=(4)

11.00

16.00

11.00

16.00

11.00

16.00
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The 20% excise tax of NRP began in 2015 and will apply onwards, 
unless revised (upwards or downwards) by the succeeding tax packages.



Table 6e . Estimated Retail Prices (ERP) of Distilled Spirits in 2016
(in Pesos)

Source: Author’s computation

Under 
RA 10351     

NRP 
2016

P/bottle
(1)

Proof
Liter 
(PL)
(2)

ET paid
(1)x(2)
x0.20
=(3)

VAT paid
(1+3+4)
x0.12
=(5)

Spirits, 
P/proof liter 
(P/PL) 
(at 55, 80 proof, 
or 0.55 and
0.8 proof liter)

121.6

364.7

607.8

1,215.50

2,431.00

3,646.52 

0.55

0.80

0.55

0.80

0.55

0.80

10.03

43.76

50.14

145.86

200.56

437.58

17.16

51.01

80.32

165.36

317.16

492.09

160.18

476.06

749.65

1,543.37

2,960.17

4,592.83 

ERP 
2015

(1+3+4+5)
=(6)

AVT paid
(2)

x(20.8)
=(4)

11.44

16.64

11.44

16.64

11.44

16.64

Table 6f . Percent Increase in ERP of Spirits
(2012-2016)

Source: Author’s computation

NRP 2012    

100.00
200.00
400.00
600.00
700.00
900.00
Average

121.55
243.10
486.20
729.30
850.85
1093.96

-33.4%
-13.6%
-14.1%
-4.9%
-2.8%
1.0%

-11.3%

4.6%
4.8%
4.9%
4.9%
5.0%
5.0%
4.9%

4.6%
4.8%
4.9%
4.9%
5.0%
5.0%
4.9%

 

4.9%
5.0%
5.0%
5.0%
5.0%
5.0%
5.0%

P/bottle P/bottle 2012-13 2013-14 2015-16 2015-16 Average 2013-16
NRP 2016    %increase ERP  

4.7%
4.8%
4.9%
5.0%
5.0%
5.0%
4.9%
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The 4% per year increase in AVT began in 2016. This means that 
from P20/PL in 2013-2015, it would rise to P20.80/PL in 2016, P21.63/
PL in 2017, P22.50/PL in 2018, and so on.

The percentage increases in ERP are summarized in Table 6f. 
From a drop in 2013 because of the lower excise tax rate in RA 10351 
compared with the rates in the last year (2012) of RA 9334, there has 
been a modest rise in ERP from 2014 onwards.



Table 7 . Estimated Incremental Revenues
(in PhP Billions)

Source: BIR 2012 -2016.

Tobacco products 23.40  29.56  33.52  37.09
Alcohol products 10.56  13.3  17.11  19.77
Total  33.96  42.86  50.63  56.86

2013 2014 2015 2016

Table 8 . Actual Excise Tax Revenue
(in PhP Billions)

Source: BIR 2012 -2016.

2012 2013 2014 2015 2016 2017

Tobacco products      32.16           70.39           75.51           100.02           94.51           125.80
Alcohol products      23.53         32.99           37.30           41.82   49.74      60.80
Total                       55.69         103.38         112.80         141.84   144.25      186.60
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Projected Revenues versus Actual Revenues

The new ET rates under RA 10351 (Table 3) were expected to deliver 
some P34 billion of additional or incremental revenues for the 
government in 2013, P43 billion in 2014, and so on, in the succeeding 
years. If realized, these represent sizable revenues. The bulk of the 
increase would come from tobacco products, which constitutes about 
twice the revenues derived from alcohol products (Table 7).

The actual collection from the Sin Tax Reform Act was larger 
than projected. In 2011, excise tax revenues reached P22.87 billion 
from alcohol products and P26 billion from tobacco products. These 
increased in 2012 to P23.5 billion from alcohol and P32 billion from 
tobacco products.

During the first year of the law’s implementation in 2013, the 
increment or marginal increase was P47.7 billion, higher than the 
projected P34 billion. Revenues from tobacco products more than 
doubled from P32 billion in 2012 to P70 billion in 2013. Save for 2016, 
the trend had been upward since then.

Reports citing BIR data identified the proliferation of fake stamp 
tax and tobacco smuggling as the culprit of the drop in 2016. The surge 



Table 9 . Excise and Total Tax Collections
(in PhP Billions)

Source: DBM 2017 & 2018.

Types of
Revenues

Pre-Sin 
Tax 

Reform 
Act 
2012

Sin Tax Reform Act 
Implementation

Sin Tax Reform Act 
+ TRAIN Law

2013 2014 2015 2016 
Actual

2017
Program

2018
Projection

2019
Projection

2020
Projection

Total excise 
taxes (E)

Alcohol 
products (A)

Tobacco
products (T)

Total tax 
revenues

Excise/Total

Alcohol
/Excise (A/E)

Tobacco
/Excise (T/E)

72.3

23.9

32.9

1,361.1

5.3%

33.1%

45.5%

118.9

33.5

71.6

1,535.7

7.7%

28.2%

60.2%

135.3

37.5

82.3

1,719.0

7.9%

27.7%

60.8%

158.32

42.21

99.50

1,815.5

8.7%

26.7%

62.8%

163.51

50.27

95.06

1,980.4

8.3%

30.7%

58.1%

162.47

51.51

92.00

2,258.4

7.2%

31.7%

56.6%

250.84

54.05

97.13

2,671.7

9.4%

21.5%

38.7%

288.12

56.94

102.34

3,073.0

9.4%

19.8%

35.5%

312.86

59.86

107.62

3,468.3

9.0%

19.1%

34.4%
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in the following year, meanwhile, was attributed to the collection of 
previously unpaid dues.

The DBM’s Budget of Expenditures and Sources of Financing 
(BESF) 2017 has slightly different figures from 2012 to 2015. These 
are cited as these show the numbers for total excise taxes and total tax 
revenues.

With the implementation of the Sin Tax Reform Act in 2013, the 
share of excise tax revenues over total revenues naturally increased 
from only 5% in 2012 to 8% in 2014. This, however, is expected to 
decline to 7% in 2017 as revenues from other taxes (VAT, income, etc.) 
catch up. 
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All these mean that the Sin Tax Reform Act has so far achieved its 
second goal on revenue generation for the government. This leaves out 
the first goal on health: is there enough evidence to suggest a reduction 
in the smoking and drinking incidences of the population? 

Volume Removals

There are several sources of data that can be used to validate this query, 
such as surveys by the DOH. 

Another possible source is the removal rates of sin products from 
warehouses to shops and stores. For instance, cigarette removals 
dropped from 5.7 billion packs in 2012 to 5 billion packs in 2013, 
and close to 4 billion packs in 2014. There was an increase in 2015 
to 4.4 billion packs, but this quickly declined to 3.5 billion in 2016. 
Respectively, these represented a 13% decline in 2013 and another 20% 
decline in 2014. Compared to 2012, an overall decline of 38.3% was 
recorded from 2016, a significant reduction, which can be interpreted 
as a realization of the law’s first avowed goal. 

However, the bulk of sales and removals for locally manufactured 
cigarettes was concentrated in the P12/pack segment in 2013 and P25/
pack segment in 2016, both at 20 pieces of cigarettes per pack. This 
implies a trend of smokers shifting to cheaper brands but still buying 
the regular 20s pack. Meanwhile, some smokers continued buying the 
more expensive brands but shifted to the smaller 10 cigarettes/pack 
in 2013. By 2014 and 2015, the volume for this segment has declined.

The trend for alcohol is less straightforward. The removal rate of 
fermented liquors saw an 11% decline from 2012’s 1.5 billion liters 
to 2013’s 1.4 billion liters, but this early success in reducing alcohol 
consumption was quickly reversed by 2014 up to 2016. For distilled 
spirits and wines, there was no decline from their 2012 levels (Table 
10). 



Table 10 . Volume of Removals of Cigarettes and Liquor 
(2012 – 2016 )

Source: BIR 2012-2016

a/ Cigarettes of 20s per pack: P12, P17, P21, P25 for years 2013, 2014, 2015, 2016 respectively.
b/ Cigarettes of 20s per pack: P28 in 2015, P29 in 2016
c/ Locally manufactured cigarettes of 10s per pack: 
d/ Fermented liquors of P15, P17, P19, P21 for years 2013, 2014, 2015, 2016 respectively.

Cigarettes (million packs)

   

Locally manufactured
      
      20s/pack: 
      P12, 17, 21, 25

      20s/pack: 
      P28, P29 b/

      10s/pack: 
      P12, P17, P21
   
   Imported cigarettes

Cigars 
(piece)

Fermented liquors 
(million liters)
   
      Of which: P15, 17, 19, 21

Distilled spirits 
(mill. proof liters)

Wines 
(gauge liter)

5,709.70

5,709.70

--

1.6

1,572.70

287.30

1.2

4,966.30

4,869.00

3,501.80

635.40

97.30

1.3

1,397.30

1,037.30

371.80

1.2

3,959.70

3,916.60

2,863.40

278.60

43.1

1.1

1,411.00

1,033.10

415.90

1.2

4,388.90

4,273.70

2,916.60

1,092.00

265.10

93.1

1

1,431.30

1,090.00

398.50

1.6

3,521.80

4,117.00

3,239.20

2,005.20

1,234.00

--

282.6

0.9

1,641.20

1,263.70

407.70

1.4

Products      2013 2014 2015 20162012
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Note how the bulk of removals in both tobacco and alcohol products 
were in the lower-taxed brands.



Table 11 . Percentage Change in Removals, and Share of Cheaper 
Branded Cigarettes and Beer

( in Total Volume Removals)

Source: Computed from Table 10

Products      2013 2014 20152012

Percentage Change in Removals

Cigarettes locally manufactured

Fermented liquors

Distilled spirits

-13.0%               -20.3%               10.8%               -6.2%

-11.2%            1.0%   1.4%           14.7%

29.4%            11.9%   -4.2%           2.3%

Share of Cheaper Branded Cigarettes and Beer in Total Volume Removals

Cigarettes 20s pack: 
P12, P17, P21, P25

Fermented liquors: 
P15, P17, P19, P21

70.50%            72.30%   66.50%             56.90%

74.20%            73.20%   76.20%             77.00%
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The shifts in removals in both tobacco and alcohol products after 
the tax hike are plotted in the graph below. The initial “equilibrium 
price” P* is at point A, where supply (S1) and demand (D1) meet at 
quantity Q*. Some observations can be made after the tax hike (Chart 
1):

(1) Priced higher, tobacco experienced lower removals. The new 
equilibrium price is at point B after the new supply curve (S2t) 
shifted to the left (indicating a decrease in supply) at quantity Qt;

(2) Meanwhile, the removals for alcohol products is mixed. The 
new equilibrium price is at point C where new supply curve 
(S2a) shifted to the right (indicating an increase in supply) at 
quantity Qa.



Chart 1 . Percentage Change in Removals, and Share of Cheaper 
Branded Cigarettes and Beer

( in total volume removals)

Source: Computed from Table 10
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Price Elasticity of Demand (PED) of 
Alcohol and Tobacco Products

After using volume removals as proxy for demand, the price elasticity 
of demand (PED) for the sin products can now be computed. PED is 
defined as “the percentage change in demand of a good that results 
from a 1% increase in price” (Sornpaisarn et al., 2017). This means that 
a price elasticity of demand of -0.4 will translate to an overall alcohol 
consumption decrease of 4% for every 10% increase in price. In other 
words, it is “the percentage change in consumption because of a 1% 
increase in taxation.”

Thus, this equation is provided: 

(% change in prices)
PED =

(% change in quantity)

If the coefficient of PED is 0, it means that demand is “perfectly 
inelastic,” and any adjustment in prices will not merit any change 
in demand. In this case, the demand curve will be vertical. If PED 
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falls between 0 to 1 (i.e., the % change in demand is smaller than 
the percentage change in price), then the demand is “inelastic.” For 
instance, if PED is 1 (i.e., the % change in demand is exactly the same 
as the % change in price), then the demand is “unit elastic.” It means 
that a 15% rise in price would lead to a 15% contraction in demand 
leaving total spending the same at each price level. If PED is greater 
than 1, that makes the demand “elastic,” and the % change in demand 
is larger than % change in price. For example, if a 10% increase in the 
price of a good leads to a 30% drop in demand, PED is –3. 

During the 2012 bicameral conference meetings on the bill 
proposing the Sin Tax Reform Act, the DOF said the price elasticity 
of demand for cigarettes was -0.584. This means a 10% increase per 
pack of cigarettes would cut smoking demand by 5.8% or nearly 6%. 
So, a price hike from P30 to P33/pack (10% increase) would mean a 
reduction of 1.2 stick in a pack of 20s.

However, when drastic price changes occur due to higher taxes and 
other factors, consumers adjust mainly in two ways. They either shift 
to cheaper brands while maintaining a similar quantity or volume of 
consumption, or they remain with the same brand but reduce their 
consumption. Additionally, they may also consider new supply from 
(a) cheaper legitimate brands and (b) cheaper illicit, illegitimate, or 
fake-stamped brands, which have sprouted in response to continued 
consumer demand. Smuggling, a related phenomenon, will be 
discussed in the next section.

Here is one study estimating PED for alcohol products, segregated 
via income level (Table 12). While not ideal, the data for low and 
medium-income countries (LMICs) is provisionally used for our 
purposes.

The numbers suggest that for lower income countries like the 
Philippines, a 10% increase in prices would result in a smaller 5% 
reduction in beer consumption, 6.4% reduction in wine consumption, 
and nearly 8% reduction overall for alcohol products.



Table 12 . PED of Alcohol Products

Source: Sornpaisarn B., Shield K.D., Österberg E., & Rehm J., eds., 2017. 

Beverage 
Type   (Wagenaar et al., 

2009b)*  
  
Beer  -0.46  -0.50  -0.50
Wine  -0.69  -0.64  -0.79
Spirits  -0.80  -0.79 

Total  -0.51  -0.77  -0.64

(Elder et al.,
2010) 

LMICs, 
(Sornpaisarn et al., 2013)

High Income Countries

*Results are pooled estimates of both price and tax elasticity

Table 13 . Changes in Prices and Removals, and Estimating the PED
(in percent)

Source: RA 10351, Sections 1-5

Products      Sources 2013 2014 2015 2016 2013-2016

Cigarettes-machines
Beer/Fermented liquors
Wines
Spirits, P/liter

Cigarettes
Fermented liquors
Wines
Distilled spirits

Cigarettes
Fermented liquors
Wines
Distilled spirits

Average 
alcohol products

Prices: 
Tables 5

Tables 6

Removals, 
Quantity: 
Table 11

Author 
estimates, 
PED

30.1%
2.7%

15.2%
-11.3%

-13.0%
-11.2%

0.0%
29.4%

-0.43
-4.08
0.00

-2.60

-2.23

15.5%
6.3%
4.6%
4.9%

-20.3%
1.0%
0.0%

11.9%

-1.31
0.16
0.00
2.44

0.87

10.1%
3.3%
4.6%
4.9%

10.8%
1.4%

33.3%
-4.2%

1.07
0.43
7.31

-0.86

2.29

8.9%
3.4%
4.6%
5.0%

-6.20%
14.7%

-12.5%
2.3%

-0.69
4.32

-2.74
0.46

0.68

30.1%
2.7%

15.2%
-11.3%

-13.0%
-11.2%

0.0%
29.4%

-0.34
0.21
1.14

-0.14

0.40
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The writer finds no PED estimates specifically for alcohol products 
in the Philippines as of this writing, but a crude estimation can be 
made (Table 13). 



23B IEN VENIDO  OPLAS, JR.

Average price changes for the three products (cigarettes, fermented 
liquor, spirits) are derived from Tables 5 and 6. 

We summarize estimations of PED:
1. Quimbo et al. (2012), cigarettes: -0.87. No PED for alcohol.
2. DOF (2012), cigarettes: -0.58. No PED for alcohol.
3. Sornpaisarn et al. (2017), alcohol: -0.79 for low and 
medium-income countries. 
4. This paper, average for 2013-2016: cigarettes -0.34 for 
the period 2013-2016 or -0.81 for the same period but 
excluding 2015 (which is the year when tax stamps where 
first implemented, hence, the higher registered removals for 
2015); fermented liquors 0.21, wines 1.14, distilled spirits 
-0.14, with an average of 0.40 across all alcoholic products.  

From this we may conclude that the PED of cigarettes, being below 
1, is inelastic. Thus, while the government can raise excise tax rates 
to generate revenue, it is another thing to claim that higher taxes for 
cigarettes can conclusively lead to a significant decline in smoking 
incidence. As the data show, the decline in cigarettes consumption is 
small, ranging from -0.34 or -0.81 (this paper’s computation) to -0.87 
(Quimbo et al., 2012).

Similarly, PED for alcohol products is also inelastic overall at 0.4. 
Again, for this author, this means that using taxes to increase prices 
as means of curbing consumption is a flawed policy direction. This 
finding is in line with the study pegging the PED for alcohol in low and 
medium-income countries at -0.79 (Sornpaisarn et al., 2017). 

It must be emphasized, however, that the crude data analysis serves 
to illustrate how taxation is not an effective tool in meeting supposed 
health objectives relative to sin products. The author was constrained 
by the limited data available, especially official ones, on sin products, 
particularly on alcohol.

Nonetheless, it must also be noted that the negative PEDs for 
cigarettes (-0.34 or -0.81) and distilled spirits (-0.14) means a decline 



Table 14 . Estimating Illicit Cigarette Consumption 
(in Billion Sticks)

Source: Oxford Economics 2016

2012 2013 2014 2015 2015 %

Legal domestic sales
Outflow of duty paid
Legal domestic consumption

Non-domestic legal
Non-domestic illicit
Total non-domestic inflow

Domestic illicit
Total consumption
Total illicit consumption

102.2   86.3   82.3   83.5 
-0.1   -0.1   -0.1   -0.2 
102.1   86.2   82.2   83.3   86.2%

0.1   0.2   0.1   0.3 
0.3   1.9   0.9   1.5 
0.4   2.1   1.0   1.8   1.9%

6.1   17.1   19.0   11.6   12.0%
108.7   105.5   102.3   96.7   100%
6.4  19.1   19.9   13.0   13.5%
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in consumption due to the sin taxes. In short, while the finding of 
inelasticity proves that the tax measure does not conclusively bring 
down consumption, it can be argued against those advocating for an 
increase in taxes that the Sin Tax Reform Act can still be credited for 
arresting demand for sin products, particularly those for cigarettes and 
distilled spirits.

Smuggling and Illicit Trade

In a 2016 report, Oxford Economics gave a good picture of the extent 
of the illicit trade problem in the Philippines. The report said that illicit 
cigarette consumption is estimated at some 6.4 billion cigarettes in 
2012, 19.1 billion cigarettes in 2013, 19.9 billion cigarettes in 2014, and 
13 billion cigarettes in 2015. Most noticeable is the three-fold increase 
from 2012 to 2013. This means manufacturers and suppliers of illicit 
and smuggled products had anticipated the increase in cigarette prices 
and consequently prepared for the shift of some smokers to cheap and 
smuggled products. The level has tapered in 2015 to twice the 2012 
level (Table 14).



Table 15. Estimated Tax Losses from Cigarettes Smuggling, Philippines

Source: CRC 2017

2010       2011       2012       2013       2014       2015       2016 1H

Quantity, tons a*
Packs, millions b*

Excise tax, P/pack c*
Excise tax loss, P mill.
VAT loss, P/pack

Excise + VAT loss, 
P mill.

6,524      5,549      5,240      5,958      5,611      4,036           967
41.7        37.0        35.0        39.7        37.4        26.9           6.4

2.72        2.72        2.7          12          17        21           25
113         101         95           477         636        565           161
401         344         364         396         412        370           108

515         445         459         873         1,048      935              270

A* Total of difference between data reported by Philippines and partner countries.
B* Assumed 150 grams/pack
C* Lowest net retail price (NRP)
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In 2017, the Center for Research and Communications (CRC) of 
the University of Asia and the Pacific produced a study on illicit trade 
in several sectors of the Philippines, including the tobacco industry. It 
developed its own quantitative model and adopted the perspectives of 
Oxford Economics, coming up with summarized losses by legitimate 
cigarette manufacturers and the government.

The CRC narrowed down its definition of smuggling to foreign-
produced cigarettes that were either not declared or under-declared/
under-stated in values. It did not include domestically produced 
cigarettes that were either not declared or under-declared. Its 
findings show that smuggling had been going on even during the 
implementation of RA 9334.

It is significant to note that the estimated volume of smuggled 
cigarettes declined from an average of 37.9 million packs/year between 
2010 and 2012 to 34.7 million packs/year between 2013 and 2015. The 
same period saw a jump in estimated losses in tax revenues (excise + 
VAT) from an estimated P473 million/year to P952 million/year (Table 
15).
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An earlier study by Abola et al. (2014) compared cigarette trade 
discrepancies or imports by the Philippines vis-à-vis exports to the 
Philippines. The discrepancies in billion packs were 1.86 in 1994, 1.95 
in 1995, 0.7 in 2007, 0.49 in 2008, and 0.47 in 2009. As a percentage of 
cigarette removals, these represented 35.5% in 1994 and 1995, 14.5% 
in 2007, and 10.5% from 2008 to 2009. 

These findings are consistent with the economic theory of supply-
demand. In particular, it proved that demand would always be there, 
and if the supply of old products was affected by higher prices due 
to higher taxes, consumers have two options: people will turn to 
alternative, illicit products with low prices due to low or non-payment 
of taxes, or people will pay higher prices to sustain their demand.

The following reports corroborate the findings of the preceding 
studies and demonstrate the magnitude of the illicit trade problem as 
regards to sin products.

In one instance, the government beefed up its enforcement of the law 
against smuggling and illicit supply, with the BIR and BOC conducting 
several raids in 2015 (Batangas in June, Sta. Cruz, Manila in October, 
Davao in December, among others). They were able to seize illegally 
imported cigarettes, mostly PMFTC products, that were not registered 
for distribution or sale in the country but were sold locally.

Also confiscated in raids were locally manufactured cigarettes with 
counterfeit stamps. In November 2016, the BIR and other government 
operatives conducted raids in Bulacan, Pampanga, and Pangasinan 
that yielded more than P1 billion in illegally produced cigarettes and 
counterfeits (De Vera, 2016). In Pangasinan alone, an illegal factory 
with fake stamps and cigarette making/packing machines that could 
produce up to 3.6 billion cigarettes a year was raided. The number 
translates to a projected retail value of P9 billion and potential excise 
tax losses of P5 billion (Philippine Daily Inquirer, 2016).

From February to March 2017, the BIR and BOC conducted several 
more raids in Mandaue, Cebu (Gonzales, 2017); General Santos City 
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(De Vera, 2017); Cebu and Tacloban ports (De Vera, 2017); San Simon, 
Pampanga (Malaya 2017); and San Ildefonso, Bulacan (Padin, 2017), 
which uncovered Mighty Corporation’s illegally produced cigarettes. 
The biggest hauls were in Pampanga, with an estimated value of nearly 
P2 billion, and in Bulacan with an estimated value of P3.2 billion 
(Padin, 2017).

Several raids were likewise conducted in April 2017 in Tacloban, 
Leyte (Gabieta, 2017), and Koronadal City, resulting in the hauling of 
more fake-stamped cigarettes from Mighty Corporation.

Meanwhile, the Intellectual Property Office of the Philippines 
(IPOPHL) reported seized counterfeit alcohol and tobacco products, a 
total of P16 million and P1.65 billion respectively from 2010 to 2016.

No satisfactory literature on alcohol smuggling had been found as 
of writing. An estimate might be difficult to come by as the supply 
of native alcohol—tuba, lambanog, tapuy, rice wine, duhat wine, 
etc.—is often concentrated in certain micro-geography, as in a city, 
municipality, or province. 

Health Performance

Regarding the law’s health-related performance, citing data from the 
DOH, NNS, and GATS, we can establish the following:

(a) 8 million Filipinos have stopped smoking since the 
passage of the law (DOH);
(b) At least 70,000 smoking-related deaths have been averted 
since 2013 (NNS);
(c) An almost 10% drop in tobacco smokers from 31% in 
2008 to 23.3% in 2015 (NNS);
(d) A drop among tobacco smokers from 28.2% in 2009 to 
22.7% in 2015 and a decrease among cigarette smokers from 



Table 16 . Smoking Prevalence Among Adults in the Philippines, 
GATS 2009 vs 2015

Source: GATS Philippines 2015

2009         2015       Change

Current tobacco user, percent
Current tobacco smokers, percent
Current cigarette smokers, percent

Average number of cigarettes smoked per day
Former smokers among daily smokers

Exposure to 2nd-hand smoke at work, %
Exposure to 2nd-hand smoke in public transport %

  29.7  23.8 -5.9
  28.2  22.7 -5.5
  27.9  22.5 -5.4

 10.6           11.0  0.4
 21.5  19.3          -2.2

 32.6  21.5 -11.1
 55.3  37.6 -17.7
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26.8% in 2009 to 21.5% in 2015 (GATS); and
(e) 71% of current smokers changed brands either due to the 
price increase of their previous brand or the decrease in the 
price of their current brand (GATS).

Smoking Prevalence

As far as global figures are concerned, the GATS numbers show a 
reduction across almost all indicators such as the percent of current 
smokers and those who are exposed to second-hand smoke. 

Locally, data can be sourced from the Food and Nutrition Research 
Institute (FNRI), an agency under the Department of Science and 
Technology (DOST), which conducts a National Nutrition Survey 
(NNS) every five years, with the most recent NNS in 2008 and 2013.

For the smoking survey, these definitions were used:

a. Current smokers – those who smoked during the survey 
either on a “daily” (at least one cigarette a day) or on a 
regular/occasional basis; those who do not smoke daily but 



Table 17 . Smoking Prevalence Among Adults 20 years Old 
and Over in the Philippines 

(NNS 1998 to 2013, in Percent)

Source: : FNRI, NNS various years

1998 2003 2008 2013 Change 2008-2013

Current smokers  32.7 34.8 31.0 25.4             - 5.6
Former smokers            12.8          10.2 14.7           15.4             +0.7
Never smokers  54.5          55.0 54.3           59.1            + 4.8
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who smoke at least weekly or those who smoke less often 
than weekly.
b. Former smokers – those who have smoked in the past 
year prior to survey whether on a daily basis or an aggregate 
lifetime consumption of at least 100 cigarettes but not daily 
and are no longer smoking at the time of the survey.
c. Never smokers – those individuals who have never 
smoked at all. 

There was a decline in smoking prevalence from 1998 to 2013, and 
the percentage of former smokers and those who have never smoked 
before increased during the same period (Table 17).

Drinking prevalence

To survey alcohol consumption, the NNS used the following 
definitions:

a. Current drinkers – People who are currently consuming 
alcohol during the survey period.
b. Former drinkers – People who have previously consumed 
alcohol but who have not done so in the previous 12-month 
period.
c. Lifetime abstainers or Non-drinkers – People who have 
never consumed alcohol.



Table 18 . Drinking Prevalence Among Adults 
20 Years Old and 

Over in the Philippines, 2008 vs. 2013
(in Percent)

Source: : FNRI, NNS various years

Types of
Drinkers

2008
Change 

in Average
Male Female Average

2013

Male Female Average

Current drinkers

Former drinkers

Lifetime abstainers

Binge drinkers

47.5         9.8          26.9            69.8       28.7         48.2 21.4

43.0        43.9         43.1              9.7       17.0         13.6              -29.6

9.5          46.3         30.0            20.5       54.3         38.3    8.2
   
                                                  60.8       38.2         56.2 
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d. Binge drinking – Drinking of 5 or more standard drinks 
in a row for men, drinking of 4 or more standard drinks in 
a row for women.

While there was an increase in drinking prevalence from 2008 to 
2013, the percentage of former drinkers decreased (Table 18).

If we compare the smoking and drinking prevalence to the estimates 
concerning illicit trade of sin products, there seems to be a mismatch. 
This is perhaps a manifestation of the inelastic demand, which again 
means high price increase does not translate to high consumption 
decline. Thus, more smuggling of cheap, fake, and counterfeit products 
can mean higher drinking and smoking prevalence rates.

Moreover, for those raising alarms over the effects of sin products, 
Table 19 is enlightening.



Table 19 . Cigarettes and Alcohol Consumption Per Capita 
and Life Expectancy 

Sources: (A) Cigarette consumption per smoker per day: https://ourworldindata.org/smoking. 
No data for Hong Kong. (B) Alcohol consumption per capita, life expectancy: World Bank, 

World Development Indicators 2017, Database. No data for Taiwan. 
(C) Life expectancy in Taiwan in 2015: Index Mundi. 

Economy

Cigarette 
Consumption/ 
Smoker/ day
2000 2012

Life 
Expectancy,
Years
2000 2015

Alcohol, 
Liters 
per cap. 
2015

Brunei
Taiwan
S. Korea

Japan
China
Philippines

Singapore
Malaysia
Vietnam

Thailand
Laos
Indonesia
Cambodia
Myanmar

World Average

45.7
28.6
24.1

24.3
19.7
17.4

22.1
15.8
11.2

12.5
15.8
11
10.1
22.4

18

48.6
32.4
25

23.8
22.3
21.4

18.1
15.2
13.9

12.5
12.4
11
10.4
10

17.7

0.8
–
10.9

7.5
7.6
5.6

2.9
1.7
8.7

8.3
7.5
0.6
6.1
0.7

6.3

75.3

75.8

81.1
71.7
66.7

78
72.9
73.1

70.6
58.9
66.2
58.4
62.1

79
80.2
82.2

83.8
76
68.4

82.6
74.9
75.8

74.6
66.5
69.1
68.7
66
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The numbers in the table show the following:

1. Philippines tobacco use as of 2012 was not that high 
and was lower than tobacco use of our richer and healthier 
neighbors like Japan and South Korea. Alcohol use in 2015 
was lower than the global average of 6.3 liters per person 
per year.



Table 20 . Stated Health Bene�ts of RA 10351

Source: Pacquiao M., 2017

From           To

Smoking prevalence (NNS)

DOH budget (P Billion)

MDGs: 
(a) TB detection rate, treatment success rate
(b) Facilities-based deliveries of mothers
(c ) Malaria-free provinces

Factors

31% (2008)

57 (2012)

174,000 (2010)
43.2% (2010)

23 (2010)

25.4% (2015)*

123 (2015)

300,000 (2015)
81.0% (2015)

32 (2016)
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2. Philippines life expectancy keeps rising, not falling or 
remaining steady, although it is among the lowest in the 
region.
3. People in countries with a high incidence of smoking also 
have high life expectancies. Brunei, Taiwan, South Korea, 
Japan, China, the Philippines, and Singapore have high 
cigarette use — at least 18 sticks per day per smoker in 2012 
— and their life expectancy was at least 76 years in 2015 — 
except in the Philippines where it was only 68 years.
4. People in countries with low cigarette use (less than 12.5 
sticks per smoker per day) also have low life expectancies of 
only 69 years or less.

Sin Tax Funding of Public Health

Theoretically, the more smokers and drinkers, the higher sin tax 
revenues for the government to finance higher public health spending. 
This means the government, as well as beneficiaries of healthcare 
welfarism, might be unhappy with the significant decline in smokers 
and drinkers. This is somehow ironic from a public health perspective. 
Nonetheless, the figures below suggest the inroads in some key health-
related metrics of the Sin Tax Reform Act (Table 20).



Source: DBM

Table 21 . Budget for Indigents Program Allotted to PhilHealth
(2012 – 2015, in PhP Billion )

Families Covered
in MillionGAA Year Appropriation

PhP Billion

2012
2013
2014
2015

2012-2015

12.03
12.61
35.30
37.06

97.00

4.953
5.230

14.707
15.107

40.00
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These point to a rosy picture of reduced smoking and drinking 
incidence among Filipinos.

Sec. 8 of RA 10351 says that:

“(C) Incremental Revenues from the Excise Tax on Alcohol 
and Tobacco Products. – After deducting the allocations under 
Republic Act Nos. 7171 and 8240, eighty percent (80%) of the 
remaining balance of the incremental revenue derived from 
this Act shall be allocated for the universal health care under 
the National Health Insurance Program, the attainment of 
the millennium development goals and health awareness 
programs; and twenty percent (20%) shall be allocated 
nationwide, based on political and district subdivisions, for 
medical assistance and health enhancement facilities program, 
the annual requirements of which shall be determined by the 
Department of Health (DOH).”

From the various General Appropriations Act (GAA), the budget 
allocated to PhilHealth with a premium contribution of P200/month 
or P2,400/year is shown in Table 21.

A longer time series of public health allocation, especially the DOH 
budget, is shown next (Table 22).



Table 22 . DOH Budget and NG Health Insurance for the Poor
(2002 – 2017, in PhP Billion)

Year NG Health Insurance
for the Poor

2002
2003
2004
2005

2006
2007
2008
2009

Average Gross Rate
2007-2012

Average Gross Rate
2012-2017

0.5
0.5
0.5
0.8

2.9
3.5
4.5
5.0

DOH
Budget

9.7

10.0
11.6
18.9
23.7

Year NG Health Insurance
for the Poor

2010
2011
2012
2013

2014
2015
2016
2017

5.0
3.5
12.5
12.6

35.3
37.1
43.8
53.2

53.4%

45.1%

DOH
Budget

24.7
31.8
42.1
53.2

83.7
87.0
122.6
148.5

30.7%

29.9%

Source: DOH

Chart 2 . DOH Budget and NG Health Insurance for the Poor
(2002 – 2017, in PhP Billion)

Source: DOH
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Significant increases are observed starting in 2012 with the DOH 
budget tripling and the NG health insurance for the poor quadrupling 
in five years (Chart 2). Similarly, the universal health coverage also 
increased from 84% in 2012 to 91% in 2016, with the utilization rate 
improving by 6% to 14% during the same period. 



Table 23 . Tobacco Farmers, Hectarage and Production in the Philippines

Source: National Tobacco Administration (NTA) 2017

Products      2013 2014 2015 2017
January-June

No. of tobacco farmers
   Of which: 
   planting Virginia tobacco

Tobacco farms area, 
‘000 hectares
   Of which: 
   Virginia tobacco areas

Production volume, 
tons
   Of which: 
   Virginia tobacco, tons

Production value, 
PhP billion
   Of which: 
   Virginia tobacco, PhP billion

52,610

36,160

21,690

67,665

40,158

4.664

2.710

55,763

30,307

38,264

22,255

68,727

33,262

4.871

2.314

46,531

28,757

32,761

21,453

51,947

27,209

3.648

1.786

40,982

25,225

28,158

19,394
 
48,922 

29,045 

2016

40,982

25,225

28,208

18,374
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 Tobacco Farmers Earmarking Performance

Another avowed goal of the Sin Tax Reform Act is to provide 
additional support to the Philippine tobacco industry. By way of an 
overview, most tobacco planations are in Northern Luzon provinces, 
where three types of tobacco are grown: virginia, burley, and native. 
Virginia tobacco is the most popular. 

In terms of the workforce, there was a steady increase in the 
number of tobacco farmers from 2013 to 2015, then a big decline in 
2016 of more than 9,000 farmers. The tobacco areas also significantly 
decreased in the same year, pointing to possible land conversion from 
tobacco farms to other crops (Table 23).



Source: NTA 2017

Table 24 . Tobacco Trade
(in USD Million)

Exports Total
    Unmanufactured
    Manufactured
Imports Total
    Unmanufactured
    Manufactured

341.63
132.33
209.30
355.1
335.35
19.75

320.14
156.04
164.10
430.15
409.41
20.74

2013 20142012

377.1
162.55
214.55
419.76
388.91
30.85
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As far as international trade of tobacco is concerned, tobacco 
exports are declining while imports are increasing (Table 24).

In terms of safeguarding the welfare of workers, Sec. 8 of RA 10351 
says that:

“Fifteen percent (15%) of the incremental revenue collected 
from the excise tax on tobacco products under R. A. No. 8240 
shall be allocated and divided among the provinces producing 
burley and native tobacco in accordance with the volume of 
tobacco leaf production. The fund shall be exclusively utilized 
for programs to promote economically viable alternatives for 
tobacco farmers and workers.”

It should be noted that the law is silent on tobacco industry workers 
in tobacco manufacturing plants or, for that matter, alcohol workers in 
alcohol manufacturing plants. Hence, there is no provision for funding 
alternative livelihood opportunities for affected workers aside from 
cigarettes and liquor manufacturing. 

Finally, there appears to be a bias for the Ilocos region (Region 1) 
and virginia tobacco farming in the allocation of sin tax earmarked 
funds following RA 7171 (Table 25). 



Table 25 . Excise Tax Allocation for Tobacco-Producing Provinces
(2012-2013,in PhP Billion)

Source: GAA

2012
(from GAA 2014)

Total
   By region, for Region 1 alone
   By type, Virginia tobacco

2013
(from GAA 2015)

5.64
5.12
4.81

10.69
10.34
10.19

37B IEN VENIDO  OPLAS, JR.

New Revisions to RA 10351

Earlier Proposals

Prior to the December 2017 enactment of RA 10963 (TRAIN Law), 
there were several proposals and political lobbying to further jack up 
the excise tax for tobacco, even as the same groups seem to be relatively 
silent on the alcohol counterpart, except for the bill filed by Rep. Garin. 
Some of these are the following:

1. The DOH originally suggested raising tobacco excise 
tax to P160 per pack of cigarettes, a proposal that was not 
backed by any congressional bills; 
2. House Bill 4144, passed in the Lower House on 3rd 
Reading on December 13, 2016, proposed to keep the two-
tier tax system on cigarette products, with those with NRP 
of P11.50 and below being taxed P32/pack and those more 
than P11.50 being taxed P36/pack;
3. Senate Bill (SB) 1599, filed by Sen. Manny Pacquiao on 
October 3, 2017, aimed to double the excise tax on tobacco 
products from P30 to P60 per pack regardless of the brand 
or NRP starting January 2018 and subsequently raise the 
annual increase from 4% to 9% starting January 2019. Its 
goal is ostensibly similar to that of what was eventually 
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enacted: to generate more revenue for government while 
lessening smoking incidence among Filipinos;
4.  SB 1605, filed by Sen. JV Ejercito on October 23, 2017, 
wanted to triple the excise tax on tobacco products from P30 
to P90 per pack regardless of brand or NRP starting January 
2018 and more than double the annual increase from 4% to 
9% starting January 2019; and
5. HB 4839, filed by Rep. Sharon Garin on January 25, 2017, 
proposes an ad valorem tax of 25% of NRP and a specific rate 
of P30 per proof liter for distilled spirits, with the specific tax 
increasing by 5% every year effective 2018. For fermented 
liquors, a tax of P28 per liter will be imposed for drinks 
priced at P50.60 or less, while those with NRP above this are 
taxed P30. The rates imposed will be increased by 4% every 
year.  For sparkling wines and champagne, the specific tax 
is increased by P100, and for still and carbonated wines, the 
tax is increased by P10, with the tax rates increasing by 5% 
every year.

All these proposals seem ambitious in simultaneously targeting to 
lessen smoking incidence while raising revenue. 

Tobacco Tax Hike Under the TRAIN Law

The version of the recently enacted TRAIN Law made accommodations 
from certain sectors and senators. New rates are higher than the 2017 
level of P30/pack but lower than Sen. Pacquiao’s P60/pack and Sen. JV 
Ejercito’s P90/pack.

Needless to say, industry is pessimistic about the increase, with 
JTI Philippines Managing Director Manos Koukourakis warning that 
the new rate could turn the country into Malaysia, where smuggled 
cigarette constitutes 60% of total consumption. As it is, he said, the 



Table 27a . Summary for Tobacco/Cigarettes

Indicators 2013 2014 2015 20162012Unit 2017

1. ET, RA 9334: < 5.00
5.00 – 6.50
6.51 – 10.00
> 10.00

2. ET, RA 10351: <11.50
> 11.50

3. ET revenues

4. Volume removals

5. Change in removals

6. Change in ERP

7. Estimated PED

P/pack

P/pack

P billion

M packs

%

%

2.72
7.56
12.00
28.30

32.16

5,709.70

12.00
25.00

70.39

4,966.30

-14.7%

30.1%

-0.43

17.00
27.00

75.51

3,959.70

-19.6%

15.5%

-1.31

21.00
28.00

100.02

4,388.90

9.1%

10.1%

1.07

25.00
29.00

94.51

3,521.80
4,117
-24.2%
 -6.20%
8.9%

-0.69

30.00
30.00

125.80

Table 26 . New Tobacco Excise Tax Rates Under TRAIN
(Pesos per Pack)

Source: TRAIN Law

New Excise Tax
Jan. 1, 2018 – June 30, 2018
July 1, 2018 – Dec. 31, 2018
2019-2021
2022-2023
2024 onwards

32.50
35.00
37.50
40.00

4% hike/year

Period
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government already makes about P800 million in taxes—outside excise 
and value-added taxes—for every P1 billion that a tobacco company 
makes (Tubayan, 2018).

Conclusions and Recommendations

Below are summaries of data gathered for the different sin products 
discussed. Tables were used to better highlight the significant figures, 
and concluding remarks follow.



Table 27a . Summary for Tobacco/Cigarettes
(continued)

Indicators 2013 2014 2015 20162012Unit 2017

8. Est. smuggling, 
Oxford

9. Est. smuggling, 
CRC

10. Current smokers 
(GATS) 

11. Current smokers 
(NNS/FNRI) 

12. Number of 
tobacco farmers

13. Tobacco 
farms area ‘000 has.

14. Tobacco 
exports

15. Tobacco 
imports

B sticks

M packs

$ million

$ million

6.4

35.0

27.9%
(2009)

31.0%
(2008)

341.6

355.1

19.1

39.7

22.5%

25.4%

52,610

36,160

377.10

419.76

19.9

37.4

55,763

38,264

320.14

430.15

13.0

26.9

46,531

32,761

25.00
29.00

94.51

3,521.80
4,117
40,982

28,208
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To reiterate, there was a difference in the excise taxes imposed on 
tobacco products by the two laws. Cheaper brands, for instance, were 
slapped with P12/pack under RA 10351, up from P2.72 and P7.56/pack 
under RA 9334. For high-end products, however, RA 10351 actually 
imposed lower excises taxes at P25-P28/pack in 2012-2014 compared 
to P28.30/pack in 2011-2012 under RA 9334.

These resulted in a big boost in government tax revenues—from 
P32 B in 2012 to P70 B in 2013—but a big decline in tobacco sales or 
removals—from 5.7 M packs in 2012 to 5.0 M packs in 2013.

There was a consistent rate of decline in volume removals, except 
in 2015, and a consistent high rate of rise in the estimated retail price 
(ERP). This resulted in an average price elasticity of demand (PED) of 
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-0.34 for 2013-2016 or -0.81 for the same period but excluding 2015 
(which is the year when tax stamps where first implemented, hence, 
the higher registered removals for 2015). This paper’s estimate is lower 
than the PED findings of Quimbo, et al. (2012) of -0.87 and DOF 
(2012) of -0.58. 

All the three estimates have one conclusion—the PED for cigarettes 
is below 1, and therefore, inelastic or little to no price responsiveness. 
In concrete terms, a 10% increase in the price because of higher taxes 
did not result in 10% decline in tobacco consumption. In line with this, 
estimated computations show that consumption declined by only 3% 
if we do not exclude the increased removals for 2015. As mentioned, 
the year 2015 saw increased removals due to the introduction of tax 
stamps making it harder for industry players to evade tax payments. 
But in 2016, removals declined again as the market was flooded with 
cigarettes bearing fake tax stamps. 

Therefore, for tobacco products, the Sin Tax Reform Act was 
successful only in raising more money for the government but a failure 
in significantly reducing tobacco use.

Considering the effects of tobacco smuggling and illicit trade to 
complement the big jump in prices, actual tobacco use should have 
not declined significantly, putting to question the findings of GATS 
and NNS/FNRI.

The hike in tobacco tax under TRAIN law of 2017 has reignited 
tobacco smuggling and illicit trade. As tobacco prices go up because 
of more taxes, smuggling incidence and corruption also go up because 
of cheaper, non-tax-paying and illicit tobacco smugglers and criminal 
syndicates only pay bribes to a few government officials.

In regards to the law’s other goals, there was a slow but consistent 
decline in the number of tobacco farmers and in hectarage or land 
area planted to tobacco. This may be due to the rising productivity of 
tobacco farmers (more output per unit of labor and land input), or the 
fact that more tobacco farmers are shifting to other crops, or both.



Table 27b . Summary for Beer

Indicators 2013 2014 2015 20162012Unit 2017

1. ET, RA 9334: <14.00
14.50-22.00
>22.00

2. ET, RA 10351: <50.60
>50.60

3. Volume removals

4. Change in removals

5. Change in ERP

6. Estimated PED

P/liter

P/liter

M liters

%

%

10.42
15.49
20.57

1,572.70

15.00
20.00

1,397.30

-11.2%

2.7%

-4.08

17.00
21.00

1,411.00

1.0%

6.3%

0.16

19.00
22.00

1,431.30

1.4%

3.3%

0.43

21.00
23.00

1,641.20

14.7%

3.4%

4.32

23.50
23.50

Table 27c . Summary for Distilled Spirits

Indicators 2013 2014 2015 20162012Unit 2017

1. ET, RA 9334: <250
250-675
>675

2. ET, RA 10351:
Ad valorem tax

3. Volume removals

4. Change in removals

5. Change in ERP

6. Estimated PED

P/liter

P/liter

M liters

%

%

158.72
317.45
634.89

287.3

20.00
15%

371.8

29.4%

-23.0%

-2.6

20.00
15%

415.9

11.9%

4.8%

2.44

20.00
20%

398.5

-4.2%

4.8%

-0.86

20.80
20%

407.7

2.3%

5.0%

0.46

21.63
20%
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The beer or fermented liquor excise tax rates of RA 10351 are 
somehow similar to the rates of RA 9334. Nonetheless, there was a big 
decline in volume removals, 1.6 billion liters in 2012 to 1.4 billion liters 
in 2013. 

The estimated price elasticity of demand (PED) for beer, based on 
the 2013-2016 averages, is 0.21, which is also inelastic but positively 
correlated with the price hike. Among the possible explanations for 
this is that the increase in average per capita income is higher than the 
rise in excise taxes.



Table 27d . Summary for Wines

Indicators 2013 2014 2015 20162012Unit 2017

1. ET, RA 9334: 
<500
>500

2. ET, RA 10351:

3. Volume removals

4. Change in removals

5. Change in ERP

6. Estimated PED

P/liter

P/liter

M liters

%

%

183.41
550.24

1.2

250.00
700.00

1.2

0.0%

-6.5%

0.00

260.00
728.00

1.2

0.0%

4.6%

0.00

270.40
757.10

1.6

33.3%

4.6%

7.31

281.20
787.40

1.4

-12.5%

4.6%

-2.74

292.50
818.90
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For distilled spirits or “hard drinks,” the excise tax under the new 
law is lower than in the old law, even with the additional ad valorem 
tax (AVT). This must have caused the high increase in removals, 287 
million liters in 2012, and 372 million liters in 2013.

The resulting PED of distilled spirits, based on 2013 to 2016 averages, 
is -0.14, or inelastic, which means that the product is non-price 
responsive. A 10% price hike will reduce or discourage consumption 
by only 1.4%. Results similar to this are classic reminders that there is a 
limit to government taxation, and the state will court more distortions 
in the economy if it pursues tax aggressiveness.

For wines, excise tax rates in the new law are higher than in the old 
law. However, based on the 1.2 million liters volume recorded over 
three years (2012 to 2014), figures on volume removal for the segment 
seem wanting or incomplete. 

The estimated PED is 1.14. There is a positive correlation in tax 
and price increase with demand increase. Among the possible 
explanations for this are the high-income elasticity of demand and 
wines are considered among the “superior goods” – as incomes rise, 
consumption of higher-priced wines also rises. 



Table 27e . Summary for Overall Alcohol Products

Indicators 2013 2014 2015 20162012Unit 2017

1. ET revenues
2. Estimated PED, ave.
3. Current drinkers 
(NNS/FNRI) 

P Billion 23.53

26.9% 
(2008)

32.99
-2.23
48.2%

37.30
0.87

41.82
2.29

60.849.74
0.68
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In tobacco products, there was a significant increase in ET revenues 
under the new law, from P23.5 billion in 2012 to P33 billion in 2013. 
It is very likely that the bulk of the increase came from distilled spirits 
because of the high increase in volume and the double taxation (ET 
+ AVT) imposed on the products. The average estimated PED for the 
three alcohol products for 2013 to 2016 is 0.40. 

Both tobacco and alcohol products, in general, exhibited inelastic 
demand. This should not be interpreted by policy-makers as a sign that 
more taxes or an increase in the current sin tax rates is needed in order 
to decrease demand. On the contrary, the discussions above point to 
the danger of creating an environment more profitable for smuggling 
and illicit trade of sin products in increasing taxes due to the price 
inelastic nature of these products. Thus, without first undertaking 
tax administration and customs reforms, more taxes on sin products 
will mean failure to address the health issue on tobacco and alcohol 
consumption, and, at the same time, revenue loss for the government.  

Instead of calling for higher sin tax rates, the government should 
focus on significantly controlling smuggled and illicit products that 
are cheap and readily available. This alone will significantly reduce the 
incidence of smoking and drinking.

Going back now to the Newtonian framework proposed earlier—
for every government intervention and taxation, there is an equal 
opposite distortion—the country’s experience with sin tax so far seems 
to broadly confirm it. 
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New Round of Smuggling Under TRAIN

Incidence of more smuggling and illicit trade has surfaced again. Among the news reports on this 
subject are the following:

1. Philippine Star:
• Japan Tobacco International lauds government for cleanup operations in Nueva 
Ecija, by Mary Grace Padin (March 19, 2018)
• Customs seizes P18 million cigarettes from China, by Evelyn Macairan (April 
17, 2018)
• Cigarette, oil smuggling rampant again, by Iris Gonzales (May 8, 2018)
• Cigarette smuggling & terrorism, by Iris Gonzales (May 17, 2018)

2. Philippine Daily Inquirer:
• Bulacan factory shuttered for fake Philip Morris, Mighty cigarettes, by Ben O. 
de Vera (February 09, 2018)
• Cigarette smuggling on the rise – BIR, by Ben O. de Vera, Julie M. Aurelio 
(April 16, 2018)
• P80-M worth of smuggled, fake cigarettes found in Malabon, Manila, by Ben 
O. de Vera (April 22, 2018)
• P5-M smuggled cigarettes seized, 3 Indonesians nabbed in GenSan, by Edwin 
O. Fernandez (April 25, 2018)
• Task force vs cigarette smuggling formed, by Ben O. de Vera (May 09, 2018)
• Stop to tobacco smuggling urged (May 25, 2015)

3. ABS-CBN News: 
• Fight smuggling instead of raising taxes: Japan Tobacco, by Warren de Guzman 
(Jan. 31, 2018)
• Mighty claims thousands of fake cigarettes sold monthly, by Warren de 
Guzman (Feb. 16, 2018)
• Misdeclared fireworks, cigarettes from China seized (March 05, 2018)
• Mga smuggled na sigarilyo mula Indonesia nasabat sa Gen San, by Yen 
Mangompit (April 25, 2018)
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4. GMA News:
• P8-M cigarettes with fake tax stamps seized in Malabon, Manila (April 21, 
2018)
• BIR, BOC task force to crack down on cigarette smuggling (May 8, 2018)

5. BusinessWorld:  
DoF warns cigarette smuggling may be helping finance terrorism (May 1, 2018) 

6. Rappler:  
Customs seizes cigarettes smuggled from China (April 16, 2018)

7. Manila Bulletin:  
3 Indonesians arrested for cigarette smuggling (April 25, 2018)

8. Manila Standard:  
Cigarette smuggling on the rise, by Julito G. Rada (May 20, 2018)

9. Malaya: 
P500M taxes lost from fake cigarettes, by Angela Celis (March 19, 2018)

10. Philippine News Agency:  
BIR partners with BOC vs. cigarette smugglers, by Joann Villanueva (April 16, 
2018)
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