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Corrective taxes on harmful products—health taxes—are a cost-effective way to save lives and gener-
ate additional tax revenue.' Our previous work shows that corrective tax revenue from alcohol, to-
bacco, and sugar-sweetened beverages (SSBs) remains well below the health-related costs from con-
sumption (externalities and internalities).? We survey measures taken in IMF lending to 93 countries
during 2017—2021. We show that health tax measures during COVID-19 have diminished in number
and strength because the international community has mobilized additional, largely unconditional fi-
nancing to fill budgetary gaps and because countries sought to cushion consumers’ reduced spending
power by delaying new or increased taxes. But, as policymakers look to medium-term budget consoli-
dation, international financial organizations (IFIs), especially the IMF, have an important role to play
in ensuring health taxes move forward more rapidly. We reiterate an action agenda on health taxes for
the IMF in coordination with other international agencies.

CONSUMPTION OF HARMFUL PRODUCTS DURING COVID-19

COVID-19 can affect harmful products consumption in different ways. First, lockdowns may have re-
duced the availability of alcohol and tobacco and/or discouraged consumption of harmful products for
health reasons. In the other direction, increased stress may have raised tobacco and alcohol consump-
tion while increased leisure time could encourage greater consumption of sugary beverages and junk
foods. The evidence so far suggests tobacco consumption increased, perhaps as remote working offers
more opportunities for smoking than smoke-free offices, while alcohol decreased at least during lock-
downs. In the United States, self-reported alcohol consumption fell substantially in 2020, while 2020
cigarette consumption rose for the first time in 20 years.*A similar pattern was observed in France for
alcohol and tobacco during lockdown in 2020,°and in New Zealand for tobacco.® However, in China,
surveys showed that more individuals quit smoking than started after the COVID-19 outbreak.” Mul-
tinational company reports suggest that the global COVID-19 impact on tobacco sales was modest and
for alcohol and SSBs it was temporary: revenues of the big-four tobacco companies rose by 2.8 percent
in the 12 months after the COVID-19 outbreak, while revenues of large drinks and snacks companies,
e.g. Diageo, PepsiCo, rebounded in 2021 after a 2020 lockdown decline.?
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TRENDS IN CORRECTIVE HEALTH TAXES IN IMF PROGRAMS

There is no centralized collection of data on health tax implementation,’ so we use information on
policy commitments from 93 countries with IMF financial support as a proxy for health tax measures
taken during 2017-2021."° IMF program countries are representative of a broader group of mainly
low- and middle-income countries containing countries with high alcohol or tobacco consumption
(e.g. Ukraine, Pakistan), high SSB consumption (Mexico, Chile) as well as countries with relatively low
harmful products consumption (e.g. low-income West African countries).

We identify program policy commitments on corrective health taxes on tobacco, alcoholic drinks,
and sugar-sweetened beverages by searching for keywords “excise,” “tobacco,” “cigarettes,” “alcohol,”
“beer,” “wine,” “spirits,” and “sugar,” in published Staff Reports for IMF arrangements (SCF, ECF, SBA,
EFF, PLL, FCL") and staff-monitored programs during 2017-2021 as well as emergency financing (RCF
and RFI)" building on our previous work in this area."

” « ” «

”

Despite drops in government revenues and the role of tobacco, alcohol, and other factors in increasing
risks of severe COVID-19, we find that the frequency of higher corrective health taxes on tobacco, al-
cohol, and unhealthy food & drink has diminished during the COVID-19 pandemic in a large group of
developing countries with IMF-supported programs. Corrective health tax commitments in countries
with IMF-supported programs declined from around 30 commitments per year pre-COVID-19 during
2017-2019 to six commitments in 2020 (April-December) and seven commitments in 2021 (Figure 1).
In addition, of the 80 countries that received IMF emergency financing during COVID-19, only three
loan requests made any reference to health taxes.

Figure 1. Corrective health tax commitments in IMF programs, 2017-2021 (count)
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Source: Text search of IMF Staff Reports and IMF Financial Reports.
Note: IMF programs are SCF, ECF, SMP, SBA, EFF, PLL, and FCL. Does not include emergency financing under RCF and RFI.
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We also measure the strength of policy commitments under IMF arrangements: (i) the strongest com-
mitment is a prior action, or a part of a prior action, that countries agree to implement prior to the ap-
proval of a program request or program review for release of IMF financing; (ii) the second-strongest
commitment is a structural benchmark that sets a time-bound date for implementation of the action
with country authorities responsible for reporting implementation (or not, as the case may be); and,
(iii) third, is a statement of intent expressed in the program Memorandum of Economic and Financial
Policies or in the accompanying staff report; or, (iv) fourth-strongest as a contingency measure.

We find that the strength of health tax commitments has diminished during the COVID-19 pandemic
with one prior action and no structural benchmarks during April 2020 to November 2021 (Figure 2).

Looking in more detail at the COVID-19 health tax measures in IMF lending, only four of 18 total mea-
sures have estimated revenue yields ranging from 0.13 to 0.20 percent of GDP (See Appendix Table 1).

Of the 13 measures in regular program financing, one is a part of a prior action—implementation in
Ukraine of a previously announced increase of tobacco taxes as part of a revenue package and har-
monizing taxation of heated and traditional tobacco products. Of the other measures, five increase
tobacco excises (Burkina Faso, Egypt, Gambia, Sudan, and Ukraine (additional to the prior action),
one increases sugar taxes (Sudan), four operationalize an excise stamp duty regime for alcohol and
tobacco (Liberia and Sierra Leone) and two others consider reforms to alcohol and tobacco excises in
line with regional guidelines (Mali).

Of the five measures in emergency financing, four are temporary or tentative in nature (for alcohol
and tobacco taxes in Bahamas and Lesotho) and at least two of these were not implemented (Baha-
mas). The remaining measure resumes a stepwise increase of tobacco taxes that was initiated in 2017
(Tunisia).

Figure 2. Health taxes commitments in IMF programs by type, 2017-21 (count of actions)
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Source: Text search of IMF staff reports.
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DIMINISHED APPETITE FOR HEALTH TAXES?

Why has the appetite for corrective taxes diminished during COVID-19 in IMF programs, despite evi-
dence that non-communicable diseases associated with tobacco and alcohol use and unhealthy diets
increase the risk of severe illness from COVID-19,"* and corrective taxes could mobilize additional rev-
enues including to support hard-pressed health sectors?

At least four factors are relevant to answer this question:

First, it is not because the incidence of IMF-supported programs (excluding emergency support)
has diminished. The number of active programs remained broadly stable during the 2017-21 period
(34-4.0 countries with active programs at mid-year as shown in Figure 1).

Second, the IMF emergency financial support to 80 member countries during COVID-19% has no ex-
post conditionality as it is designed to meet urgent balance of payments or budgetary needs providing
a country is taking steps to address its economic difficulties. Given the nature of emergency financing,
the emphasis is on closing financing gaps rapidly rather than supporting medium-term revenue mo-
bilization, including through health taxes.

Third, the allocation of Special Drawing Rights equivalent to about $650 billion to IMF members in
August 2021, also without conditions attached, may also have lessened the need to take revenue mea-
sures, including corrective health tax increases, at least temporarily.

Fourth, the pandemic is viewed to have worsened income inequality with job and income losses likely
to have hit lower skilled and uneducated workers the hardest.'® Accordingly, policymakers may view
higher corrective taxes weighing on already hard-pressed low-income groups in the short term, for
whom the affordability of these products has already decreased due to income losses as shown in re-
cent work on tobacco affordability around the world."”

Nonetheless, those countries that implemented health taxes during COVID-19 with non-negligible
revenue increases, such as Egypt and Ukraine, were able to mitigate the fall in total tax revenues and
decrease health-related expenditures in the long run assuming permanent reductions in consump-
tion levels.

THE ROAD AHEAD FOR CORRECTIVE HEALTH TAXES

‘While progress in IMF program support to health taxes has diminished during the pandemic, there
are indications that policymakers are readying for more ambitious corrective taxes and other mea-
sures to improve population health and support revenues as or when COVID-19-related disruption
diminishes.

In some countries “post-pandemic” health tax measures are taking shape. For example, from 2023,
Kazakhstan will introduce an excise tax on sugar-sweetened beverages within the framework of the
Healthy Nation project prepared by the Ministry of Health with excises starting at 20 percent and ris-
ing to 45 percent over time." In New Zealand, which already has amongst the highest levels of tobacco
taxes in the world, legislation is planned in 2022 to progressively ban the sale of tobacco products from
2027, following other efforts to reduce points of sale and lower tobacco nicotine levels."”

4 THE IMF AND HEALTH TAXES



Yet overall health taxes remain low including in countries with high non-communicable disease
burdens arising from harmful product consumption. During the pandemic unhealthy products have
in some cases become more affordable over time. There is more to be done, and quickly, to save lives
and money.

NEXT STEPS FOR THE IMF AND HEALTH TAXES

International financial institutions, including the IMF, World Bank, multilateral development banks,
and the World Health Organization can play an important role in helping countries strengthen their
health taxes as COVID-19 wanes through policy-based lending, surveillance, and technical assistance.

At the IMF, some progress was made on health tax policies during COVID-19. The IMF published a note
on “How to Apply Excise Taxes to Fight Obesity” in December 2021 which makes a cautious case to tax
sugar-sweetened beverages in both low-income and advanced economies.?

The IMF also has provided guidance to “Exploit excises on alcohol, tobacco, and unhealthy foods” as a
part of tax policies for inclusive growth “after the pandemic.”® In order to realize this goal, recommen-
dations that we set out in an action agenda for [FIs and health taxes remain relevant today.

Specifically for the IMF the key actions we propose are:

* Acknowledge the macro-criticality of health taxes on tobacco, alcohol, and sugary beverages
in many countries, in light of the potential for increased revenue alongside reduced healthcare
costs, for example in the context of a policy paper approved by the IMF Executive Board.?

* Expand use of health taxes in financial programs given short-term revenue potential and cor-
rective efficiency (in reducing externalities).

* Expand and publish technical assistance on health taxes, while also using World Bank and
WHO expertise to help design health tax reforms and assess their impact on health, poverty, and
society, systematizing lessons learned that can be shared across countries.

* Use medium-term revenue strategies as a vehicle for promoting health taxes where countries
express an interest. This could also include neglected areas such as tax expenditures (tax breaks)
for tobacco and alcohol producers and duty-free sales.

* Realize the opportunity for the IMF, World Bank, United Nations, and the OECD to work to-
gether on health tax issues in the Platform for Collaboration on Tax (PCT)?® to jointly promote
health taxes in their work and to develop PCT guidance on health tax implementation bringing
together complementary work in each of the four institutions.
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Appendix Table 1. IMF Program Health Tax Measures During COVID-19, April 2020—November 2021

Country

Bahamas

Approval
Year

2020

Program
Document Title

Request for RFI

Commitment

A sin tax for one year may be
imposed B$ 5 per gallon alcohol
increase in specific tax

Comments

Temporary,
not adopted

Yield
% GDP

0.14

Bahamas

2020

Request for RFI

A sin tax for one year may be
imposed 10 percent increase in
tobacco ad valorem tax

Temporary,
not adopted

0.14

Burkina Faso

2020

ECF 4th and 5th
reviews

Enforcing implementation of fiscal
measures introduced in the 2020
budget including the increased
tax rate on tobacco from 45 to 50
percent

Pre-covid
adoption

Egypt

2020

Request for SBA

The Government increased

in February 2020 excises on
cigarettes and tobacco products
including bringing to the tax

net new products such as
heated cigarettes. In addition, a
new development fee law was
approved by parliament that
increases the rate of existing fees
on several items including raw
tobacco.

Pre-covid
adoption

0.13

Lesotho

2020

Request for RCF/
RFI

Plan to introduce a levy on alcohol

Planned/
considered

Lesotho

2020

Request for RCF/
RFI

Plan to introduce a levy on
tobacco

Planned/
considered

Sierra Leone

2020

2nd Review of
ECF

Operationalizing excise stamp duty
regime to reduce smuggling from
imported alcoholic products

Sierra Leone

2020

2nd Review of
ECF

Operationalizing excise stamp duty
regime to reduce smuggling from
imported tobacco products

Sudan

2020

Staff Monitored
Program

Remove VAT exemption for sugar
by August 1, 2020

Tunisia

2020

Request for RFI

To create fiscal space for the
Covid-19 response measures
we ... resumed stepwise increase
of administered tobacco prices
started in 2017 in March 2020.

0.2

Ukraine

2020

Request for SBA

Budget includes already scheduled
increases in excise rates on
tobacco products. Effective
January 1, 2021, harmonized

the taxation of heated tobacco
products with that of traditional
tobacco products.

Prior action
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Country Approval | Program Commitment Comments
Year Document Title
Gambia 2021 1st Review of Increase tobacco excise in line with
ECF/EFF global and regional commitments
to raise excise tax to 70O percent of
the retail price
Mali 2021 2nd & 3rd Considering reforms to increase Planned/
reviews of ECF excise tax rates below WAEMU considered
ceilings for tobacco
Mali 2021 2nd & 3rd Considering reforms to increase Planned/
reviews of ECF excise tax rates below WAEMU considered
ceilings for alcohol
Sudan 2021 Request for ECF Higher VAT rates on tobacco
Ukraine 2021 SBA 1st Review Increase and index excises,
improve valuation of VAT on
tobacco
Liberia 2021 ECF 3rd Review Introduce tamper proof excise Planned
stamps on tobacco products January
2022
Liberia 2021 ECF Review Introduce tamper proof excise Planned
stamps on alcoholic beverages January
2022

Source: Authors’ text search of IMF Country Reports available at www.imf.org/publications
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