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Smoke Up Those Tobacco Taxes

AboutlLidmillionpeople dieannually
from consuming tobacco products in
India. Abouts,5millionare divectly:
employed inthe tobacco chain. Tobac-
coharms allits users, especially the
poor as they constinie cheaper and
more harmful tobaceo products, and
areless able to afford high-quality
healthicare.

Tobacco-producing farmers compla-
in of health problems, as uctlon.
too, impacts human health.
tobaceo farming requires unusually
high levels of pesticides, herbicides
and funglcides, since the plantand
soil are highly vulnerable to in-
festation, and the impacton the
environment is well-documented.

So, who pays for healtheare costs of
tobacco consumption? Increasingly, it
is government. Between the Bmploye-
es' State Insurance, Central Govern-
ment Health and Ayushman Bharat
schemes, there ave three major health
payment mechanisms. This doesnot

include state-level and smaller schem-
essuchag the Universal Health Insu-
rance Scheme. A detailed study on
howmuch Gol spends due to tobaceo-
related morbidity 1s yet to be made,
Butatleast13% of thetotal spend in
such schemes s estimated to be
canssed by daviacco comsumpticn. This
expenditure isonly poingtogo up.

Golisrightly consideringa more
stringentset of conditions determi-
ning tobaceo consumption, ahd has
recently published the draft Cigaret-
tesand Other Tobacco Producis Act
(Cotpa) Amendment Bill, 2020. But
limits on tobaccoadvertising, saleand
consumption points need to be sup-
ported by aynclironous increase In
tobacco prices through increased
taxation, That implies uniformly
higher taxes oncigarettes, bidisand
smokeless tobacco products.

Higher taxes will work in tandem
with greater controls, and will help
Gol pay forall the direet and indivect
costs itincurs due to tobacco con-
sumption. But higher taxes must be
uniformly Imposed, or userswill
smlplyshjftﬁ'om theexpensiveto
cheaperproduct,

- Asof now, the highest goods and ser-

vices tax (GST) band of 28% applies
ontobacco products. But thisisnot
enough. Fortunately, there isa provi-
sion for compensatory cess that could
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be used within the GST framework.
The central exciseduty canalso be in-
creased. There isaneed for high taxes
uniformly acrossall tobacco produets.
The only question is by howmuch,

The World Health Organisation
(WHO)says thatof thetotal price of
tobacco products, 75% should go to
government. Itisnotclear what the
bhasis for that iumber is, but that
could be one method of determmmg
how mueh each product is taxed.

Another mechanism is to estimate the

total healtheare costdue totobacco
and recover that throngh taxes. A
thirdis tosimply equalise the rates
acrossall segments using the highest
rateas the upper bound.

While GST stands at the topmost
levelof 28% onall tobaceo products, a.
compensatory cess acrossall product
segments can also be imposed. Typi-
cally, the cess tends to be only about
5%, an Insignificant increase, More-

over, effectively, the current excise
structure reportedly leads to 64%
duty on cigareties, §1% on chewing
products and only 229 on bidis. These
conld all be equalised at the highest
levelof 81%.

Phereavemany different possibiliti-

| esand revenue impact ean be substan:

fial: A minimum figure, as permy es-
timates, would be an additional inflow
of about 220,000 crore, still not high
enough to cover the healtheare costs
likely being borne by the State, buta
substantialamount nevertheless.

Big Tobaceo uses three arguments to
counterthe obvious. First, thatup-
wands of 46 millionpeople aredepen-
denton tobaceo for livelihoods. A more
realisticestimate isnomore than 6.5
millionemployed directly intobaceo.
Andfor the hulk of them, like bidi
workers and marginal retailers, the
income from tobaceoisextremely low.

Second, that farmers and labourers
haveno other income alternatives,
Not true. Fertile land is used to grow
tobacco, and alternative crops like pul-
sesand oilseeds yare critically requirved
for India’s nutritional security. Third,
that high taxeslead to illegal trade in
tabacco products. This is incorrect,

for it is not the tax butenforcement

issues thatlead toillegal trade.
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