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ABSTRACT

Background In lower-income and middle-income
countries, limited research exists on illicit tobacco

trade and its responsiveness to taxation. Tobacco taxes
are critical in reducing tobacco consumption, thereby
improving public health. However, the tobacco industry
claims that tax increases will increase illicit tobacco
trade. Therefore, research evidence on the size of the
illicit cigarette market is needed in Georgia and other
low-income and middle-income countries to inform
tobacco tax policies.

Methods In 2017, a household survey using stratified
multistage sampling was conducted in Georgia with
2997 smokers, to assess illicit tobacco consumption.
Smokers were asked to show available cigarette packs
to the surveyors. These were examined for tax stamps
and health warnings which allowed for an assessment of
illegal cigarette consumption in Georgia.

Findings The packs shown to surveyors suggest illicit
cigarette trade is low (1.5%), although with regional
differences, as illicit cigarette packs were present in 6%
of the households in Zugdidi. Most illicit cigarettes were
purchased at kiosks or informal outlets. This estimate
might be conservative, as 28% of respondents did not
show any packs to the surveyors.

Conclusions Despite recent tobacco tax increases, illicit
cigarette trade in Georgia seems to be negligible. The
market is more vulnerable to illicit cigarette trade close to
the border with Abkhazia (near Zugdidi). Tighter control
or ban of tobacco sales at kiosks and informal outlets
may reduce illicit cigarette trade. Further investigation

is planned to better understand why a large proportion
of survey participants said they had no pack available at
home.

INTRODUCTION

Georgia has had a persistently high male smoking
prevalence which even increased from 53.3% in
2001 to 57% in 2016. Women smoke less, but their
smoking prevalence is also on the rise—6.3% in
2001 and 12.2% in 2016."*

The Republic of Georgia used to be an important
source of tobacco leaves and manufactured ciga-
rettes for the whole the Soviet Union.> However,
the Soviet Union’s fall in the early 1990s led to the
collapse of the Georgian tobacco industry and soon
the domestic market was flooded with international
brands.* Initially (1991-1997), no taxes were levied
on cigarettes. When they were introduced in late
1997, the locally manufactured cigarettes enjoyed
substantially lower tax rates.” The specific excise
rates remained constant until 2004 allowing their
real value to erode by inflation.*

,*? lago Kachkachishvili*

The new government coming to power in 2004
decided to double and triple taxes for imported
filtered and domestic filtered cigarettes, respec-
tively. In preparation for this increase, tobacco
companies prepurchased tax stamps (introduced in
1999) with the lower 2004 value, to use in their
2005 sales. This resulted in an artificial tax revenue
increase in 2004 followed by a sharp fall in early
2005, when the new tax came into effect. Tobacco
companies then asserted that the tax revenue fall
was driven by a sharp increase in illicit trade from
10% in 2003 to 65% in post-2005.° This persuaded
the government to lower taxes by 30%-40% in
2006, despite the fact that tobacco excise revenue
was 47% higher in real terms in 2004/2005
compared with 2002/2003.% The cigarette excise
taxes began rising thereafter, but only reached their
2005 nominal values in 2010.> The industry’s illicit
trade argument, based on their own assessment of
the illicit trade market, resulted in a real setback to
tobacco tax policy in Georgia.

Until now, no nationally representative estimates
of the size of the illicit cigarette market in Georgia
have been published in peer-reviewed literature.
Some surveys conducted in the early 2000s indi-
cated a substantial penetration of illicit cigarettes
in Georgia—between one-third and two-thirds
of the market.® > ¢ Subsequent reports suggested
that government reforms in 2004 substantially
reduced the size of the illicit cigarette market” and
in 2017, the Head of the Healthcare Committee
of the Georgian Parliament reported that the illicit
cigarette market share was less than 3% of total
consumption.®

This study seeks to understand the consumption
of illicit tobacco products and general perceptions
of illicit tobacco trade in five geographically spread
regions of Georgia, with the intention of informing
tobacco control policy debates in Georgia, and
other lower-income and middle-income countries.

METHODS

In November 2017, interviews were conducted with
households in the cities of Tbilisi and Kutaisi, and
the municipalities of Zugdidi, Gori and Akhaltsikhe
(see the online supplementary map of Georgia).
These regions were chosen to represent geograph-
ical diversity and varying proximity to border areas
and Russian occupied territories.

Using the sampling frame of the 2016 parlia-
mentary voter dataset, a total of 4345 individuals
(one per household) were sampled across the five
regions using multistage sampling. First, the areas
were preliminarily stratified into rural and urban
strata. Next, the primary sampling units (PSUs)
were selected using probability proportional
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to population size. Thereafter, households (the secondary
sampling unit) were selected using a random walking method
in each PSU. This method was used because many homes
do not have an address, and therefore it was not possible
to provide location descriptions to the surveyors if a house-
hold was randomly selected. The random walk method is
frequently used in Georgia. Within each selected household,
the first adult responder was informed about the purpose of
the study and if consent was obtained, was asked to list all
current adult smokers in the household. If no adult smokers
resided, only a brief general household questionnaire was
administered. Otherwise, an adult smoker (the final sampling
unit) was randomly selected from the list of resident smokers
to complete the individual questionnaire.

If the selected respondent was not at home at the time of
the interview, the interviewer returned up to three times to
conduct the interview. If the respondent could not be located
during the third visit, the interviewer randomly selected
another smoking respondent (where available) from that
household. Similarly, if the respondent refused to participate,
the interviewer would select another participant (where avail-
able) in the same household. If all eligible smokers refused to
participate, it was recorded as ‘refuse to participate’, and the
interviewer went on to another household using the random
step method. The interviews took approximately 15-20 min.
A randomly selected 10% of completed interviews (283 inter-
views) were cross-checked by an independent controller, and
no major errors were found.

Of the 4345 households reached, 22% reported not having
a resident tobacco user. Of the 3388 remaining, 12% either
refused to participate or were not available for interview, and
2997 completed the interviews giving us a response rate of 88%.
The refusal rate in urban areas was significantly higher (15%, SE
0.7%) than in rural areas (4%, SE 0.6%). Smoker's absence was
more common in urban areas (24%, SE 0.8%) compared with
rural areas (16%, SE 1%).

Although not designed to be nationally representative, the
sample approximated the national averages across a range of
characteristics including the average household size, average
household income and average level of responder education. In
terms of age, our sample under-represented the 71+ agegroup,
most likely due to premature deaths of smokers.” The unemploy-
ment rates of the sample (31%, SE 0.8%) were higher than the
broad definition of unemployment at the national level (26% in
2015).2 This is because the sample over-represented urban areas
which have higher rates of unemployment than rural areas.'’

RESULTS
Among households with at least one smoker, 46% (SE 0.6%)
of adults (18 years and older) identified themselves as current
smokers, and 54% (SE 0.6%) as non-smokers. The majority of
smokers are men—77% (SE 0.6%) and 11% (SE 0.5%) of men
and women smoked in these households, respectively. Forty-four
per cent (SE 0.9%) of the smoking households had at least one
child under the age of 18. This means that many women and
children in Georgia are exposed to secondhand smoke at home.

Filtered cigarettes (87%, SE 0.4%) were much more popular
than unfiltered cigarettes (9%, SE 0.4%) with 3% (SE 0.2%)
of tobacco users consuming both types, and 1% (SE 0.1%)
of tobacco users preferring other products such as cigars or
e-cigarettes.

The majority of smokers 95% (SE 0.4%) consumed tobacco
daily. Men and women smoked on average 21 (SE 0.3) and 15

(SE 0.5) cigarettes per day, respectively. These observations are
comparable with the national averages of 21.6 and 14.4 ciga-
rettes per day, respectively." The smoking frequency was higher
for those with less than secondary school education (23 ciga-
rettes per day, SE 0.5) and for the unemployed (22 cigarettes per
day, SE 0.6).

The legal age to buy tobacco in Georgia is 18 years, but
35% (SE 0.9%) of smokers reported starting smoking before
they reached that age. The initiation age varied significantly
by gender, with 36% (SE 0.9%) of male and 19% (SE 2.2%)
of female smokers reporting smoking before the age of 18,
respectively. Education was negatively correlated with initiation
age—45% (SE 3.5%) of those with less than secondary school
education began using tobacco before 18, relative to 28% (SE
1.39%) of those with college education.

The majority of smokers (77%, SE 0.8%) bought their last
tobacco products at supermarkets, while 23% (SE 0.7%) bought
them at kiosks or other informal settings such as street-stands.
Purchases in informal settings were more common in rural areas.

International brands represented 80% (SE 0.8%) of cigarette
last purchased which is in line with national consumption trends
(in 2017 84% of the cigarette market consisted of imported
brands while domestic brands made up the rest)."' Women
displayed a stronger preference for imported tobacco products
as 93% of the women (SE 1.4%) bought international brands
during their last purchase, compared with 78% of men (SE
0.8%). International brands were also more common in urban
areas (84%, SE 0.8%), among those with college education
(89%, SE 0.9%) and those in employment (91%, SE 19%).

The most commonly purchased brand was the international
brand, Winston (15%, SE 0.7%), followed by local brand, Pirveli
(13%, SE 0.6%), followed by a variety of other international
brands: Kent (9%, SE 0.5%), Parliament (9%, SE 0.5%), Marl-
boro (8%, SE 0.5%) and Phillip Morris (8%, SE 0.5%). These
self-reported buying patterns were closely aligned with the ciga-
rette packs the respondents showed to the interviewers.

About 95% (SE 0.5%) of smokers bought cigarettes in packs,
9% (SE 0.5%) bought single sticks, and 6% (SE 0.4%) bought
cartons. Most of those who bought singles also bought packs at
the same time. Only 1% (SE 0.1%) smokers bought only singles.

Ninety-seven per cent (SE 0.3%) of smokers bought their own
cigarettes. When asked to show all cigarette packs currently
available in the house, about 71% (SE 0.8%) of these smokers
agreed to do so, 28% (SE 0.8%) said that there was no pack
available in the house and 1% (SE 0.2%) either refused to show
a pack or said they did not know if one existed in the house or
not. Among those who showed a pack, 97% (SE 0.4%) showed
one pack and 3% (SE 0.4%) showed two packs.

Women (85%, SE 2%), those living in urban areas (74%, SE
19%), college graduates (78%, SE 1.2%) and those employed
(76%, SE 1.5%) were the most likely to show a cigarette pack.
There were some regional differences in the willingness to show
a pack, with the municipality of Zugdidi standing out since only
60% (SE 3.3%) of respondents were willing to show their packs.
There was no correlation between the willingness to show a
pack and household size, respondent age or the preferred ciga-
rette brand. Because a pack’s legal status can be determined by
looking at it, some people may have been loathe to show their
packs for this reason, and there may be a correlation between a
pack’s legal status and the owner’s willingness to show it.

After removing outliers (2% of observations), 25% of all the
packs shown were priced between Georgian Lari 1.2 (GEL1.2)
and GEL3, 50% were priced between GEL3 and GEL4.2, and
25% between GEL4.2 and GEL5.9. When the packs were split
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The average pack price in rural areas was a bit lower (GEL3.24,
SE 0.05) compared with the urban areas (GEL3.66, SE 0.03).
Domestic and international packs purchased in rural areas cost
on average GEL2.05 (SE 0.05) and GEL3.73 (SE 0.04), respec-
tively, while these packs cost GEL2.19 (SE 0.05) and GEL3.95
(SE 0.02) in urban areas, respectively. Cigarette packs with prices
of GEL2 or less were markedly more common in rural areas
(15%, SE1.5%) than urban areas (6%, SE0.6%).

All 2127 packs that were shown to interviewers (including the
price outliers) were examined for the presence of a tax stamp and/
or health warning, and 98.5% (SE 0.3%) of the shown packs had
a Georgian tax stamp, 0.4% (SE 0.1%) had foreign tax stamps
(seven packs had stamps from Abkhazia, one from Armenia and
one from Russia), 0.5% (SE 0.2%) might have had a tax stamp at
some point in time but it was no longer clear and 0.6% (SE 0.1)
had no tax stamp. With regard to the health warning, 99.1% (SE
0.29%) of the packs had a Georgian health warning, 0.3% (SE
0.19%) had a foreign health warning (four packs had a warning
from Abkhazia, one from Armenia and one from Russia), 0.1%
(SE 0.01%) of the packs had a health warning that was not clear,
and 0.5% (SE 0.1) of packs had no health warning at all. In
total, 0.2% (SE 0.1%) of the packs examined were missing both
a Georgian tax stamp and a Georgian health warning, and 1.5%
(SE 0.2%) of the packs were missing either the Georgian tax
stamp or the Georgian health warning or it was unclear.

It was significantly more common for cigarette packs from
Zugdidi to be missing a clear Georgian tax stamp and/or missing
a clear Georgian health warning than in the other regions. On
average, 6% (SE 1.4%) of packs in Zugdidi were missing clear
Georgian tax stamps and/or health warnings, relative to 0.8%
(SE 0.3%) of packs in Tbilisi, 0.3% (SE 0.3%) of packs in Kutaisi,
0.6% (SE 0.4%) of packs in Akhaltsikhe and 1.6% (SE 0.7%)
of packs in Gori. Individuals that showed illicit cigarette packs
were significantly more likely to have bought their last pack at
informal locations such as street stands or house-shops (15%, SE
3.4%) than supermarkets or kiosks.

There was no significant difference between men and women’s
likelihood to have a pack missing a clear Georgian tax stamp
and/or health warning, nor a difference by urban and rural

location, or work status. The brands of the cigarette boxes that
were missing clear Georgian tax stamps and/or health warnings
are reflected in table 1.

Within each brand, the price paid for the packs missing the
Georgian tax stamp and/or health warning was not significantly
different to those that had the Georgian tax stamp and/or health
warning, with the exception of the Sobranie brand. The two
Sobranie packs without Georgian tax stamps and health warn-
ings were priced at GEL1.5 and GEL2 while the average price of
the other 86 Sobranie packs with the appropriate tax stamps and
health warnings was GEL4.8 (SE 0.03).

None of the Manchester packs (10 packs) had Georgian tax
stamps and/or health warnings. While Manchester cigarettes
made up only 0.5% of the total packs shown, they represented
31% of the total illicit packs. The small sample size made infer-
ence about the other brands difficult.

When asked about associations related to illicit cigarettes,
35% (SE 0.8%) of tobacco users cited the low price, 13% (SE
0.6%) thought that illicit cigarettes could be of lower quality,
9% (SE 0.5%) referred to not paying taxes, 9% (SE 0.5%) said
that the health warning was not legible and 6% (SE 0.4%) said
that illegal cigarettes could be purchased at unregistered outlets.
About 4% (SE 0.3%) of tobacco users refused to answer this
question while 24% (SE 0.8%) did not know the answer.

On average, 73% (SE 0.8%) of smokers were unaware of any
illicit cigarette trade in their area, 2% (SE 0.3%) were aware
of some trade, 24% (0.8%) said they were not sure and 1%
(SE 0.2%) refused to answer the question (figure 3). Awareness
varied markedly by region, with 9% (SE 1.3%) of individuals
in Zugdidi indicating awareness of illicit trade, relative to 1%
(SE 0.3%) in Thilisi and zero in Kutaisi, Akhaltsikhe and Gori.
The degree of uncertainty was highest in Kutaisi where 39% (SE
2.2%) did not know if illicit trade existed in their area. Kutaisi
was followed by Zugdidi, Akhaltsikhe, Gori and Tbilisi where
33% (SE 2.1%), 28% (SE 2%), 25% (SE 1.9%) and 10% (SE
19) of tobacco users were not aware of illicit cigarette trade,
respectively.

Awareness of illicit cigarettes was higher among those that
bought tobacco at sources such as street stands or house-shops

Table 1

Number of packs missing clear Georgian tax stamps and/or health warnings, by brand

Either tax stamp or health warning is foreign,

Tax stamp Health warning unclear or missing

Foreign Unclear None Foreign Unclear None Number % of total packs of that brand
Armada 1 1 1 50
Astra 1 1 1.2
Captain Black 1 1 100
Chibukh non-filter 1 1 7
Get 2 1 1 2 100
L&M 1 3 4 5
Magna 1 1 1
Manchester 6 4 5 5 10 100
Marlboro 1 1 1 1 1 1
Phillip Morris 1 1 1
Pirveli 2 1 3 1
Prima 1 1 3
Sobranie 1 1 2 2 2
VIP 1 1 1 1
Winston 2 1 0.3
X1 1 1 25
Total 9 10 12 6 2 11 32
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Figure 3 Awareness of illicit cigarette trade, by region.
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(11%, SE 2.5%), than those purchasing from kiosks (2%, SE
0.7%) and those purchasing from supermarkets (1%, SE 0.2%)
as seen in figure 4. Individuals that were aware of illicit trade
in their area were less likely to show the interviewer a pack of
cigarettes (52%, SE 6.9% showed packs) than those unaware
of illicit trade in their area (72%, SE 1.0% showed packs). No
correlation was found between an individual’s age or educa-
tion and their awareness of illicit trade, and neither was there
any significant difference in awareness between those that
favoured international brands and those that smoked domestic
brands.

Among those that were aware of illicit trade in their area (only
55 individuals), 6% (SE 2.29%) felt the issue was very small, 16%
(SE 3.5%) small, 49% (SE 4.8%) moderate, 16% (SE 3.5%)
large, 6% (SE 2.5%) very large while 7% (SE 2.5%) said they
were not sure of the size of the issue.

DISCUSSION

This paper generates insight into the degree of illicit cigarette
consumption and the public awareness and perceptions of illicit
cigarette trade in Georgia. We found very little evidence of such
trade, as just 1.5% of the inspected cigarette packs lacked a clear
Georgian tax stamp and/or health warning. This is a remarkable
achievement given that in the early 2000s, one-third to two-
thirds of the market was reported to be illegal.

Zugdidi had the highest share of illicit packs, and its respon-
dents were the most aware of illicit cigarette trade. Zugdidi
lies in close proximity to the Georgian territory of Abkhazia
controlled by the Russian government which makes it vulnerable
to illicit cigarettes coming from Russia.

The most common illicit brand was Manchester. All 10 packs
of this brand were illegal. The Manchester brand was previously
identified as a ‘Cheap White’ brand manufactured in Russia.'?
A popular Russian brand Sobranie also appeared among illicit
cigarettes, and these packs were priced significantly lower than
other legal Sobranie packs present in the market.

Individuals that purchased their last pack at informal locations
such as street stands or kiosks were more likely to have an illicit
cigarette pack in their house and were more aware of illicit ciga-
rette trade in their area. This calls for spot checks by authorities
on cigarette sales at these locations.

A limitation of our study approach is that we could not test the
tax stamps for their legitimacy due to limited budget. Further-
more, it is a concern that 28% of the smokers claimed that
they did not have a cigarette pack at home at the time of the
interview. If these respondents were concealing illicit packs out
of fear of some negative consequences, our study significantly
underestimated the size of illicit trade in Georgia. However, the
Georgia Revenue Service and Euromonitor'® '* believes that the
illicit cigarette trade in Georgia is minimal. There might be other
reasons for not showing/not having a pack at home: buying
single cigarettes only; rolling their own cigarettes but claiming
to smoke manufactured cigarettes due to their perceived higher
status; reporting to smoke a certain aspirational brand, but
smoking a brand with lower social status; or hiding the fact that
they smoke (and thus their cigarette boxes) from other house-
hold members. Nonetheless, the fact that Zugdidi residents were
less likely to show their packs than the residents of other regions,
coupled with the higher than average rates of illicit cigarettes in
Zugdidi suggests that illicit pack concealment may be an issue.
To fill this knowledge gap, we have launched further investi-
gation via focus groups to better understand the motivation of
these smokers.

CONCLUSION
Despite the tobacco industry refrain that higher tobacco taxes
drive up illicit trade, both the international and Georgian expe-
rience demonstrate no, or at best limited, relationship between
cigarette taxes and illicit trade.”” In Ukraine, for example, a
method similar to ours revealed that substantial tobacco tax
increases were followed by a decline in the consumption of
smuggled cigarettes.'®

In Georgia, the 2004 government reforms led to vast improve-
ments in tax administration and reduction in corruption which,
in combination with an advanced technological solution, resulted
in a massive decline in illicit cigarette trade in Georgia."* '*
Provided the tax administration remains strong and vigilant,
policy-makers in Georgia do not have to worry that the planned
increases in tobacco excise taxes will result in a massive influx of
illicit cigarettes to the market. Since Georgia plans to reach the
European Union’s tax level by 2024 (€90 per 1000 cigarettes) it
needs to increase its cigarette taxes regularly and substantially,
since the 2018 average tax rate is below €30 per 1000 cigarettes.

Despite Georgia’s low levels of illicit cigarette trade, the
tobacco industry continues to use the illicit trade argument to
push back on planned tobacco tax increase. Therefore, Georgia
should consider ratifying the Framework Convention on Tobacco
Control’s Protocol to Eliminate Illicit Trade in Tobacco Products
to strengthen its international standing in controlling illicit ciga-
rette trade, both domestically and regionally. Georgia would be
a welcomed member of the protocol due to its experience in
controlling the cigarette supply chain. In addition, being a part
of the protocol would help Georgia to respond adequately to the
industry arguments and to enhance international collaboration
in controlling the transit of illicit products through its territory.

What this paper adds

» Despite the tobacco industry claims of an imminent thread of
illicit cigarette trade, in Georgia illegal cigarettes are rarely
observed among smokers despite recent increases in tobacco
taxes.

» However, there seem to be regional differences in the size of
the illicit cigarette market and in the willingness to show a
cigarette pack for inspection.
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