














A Moratorium on
Excise Duty Hike

The rise in excise duties has caused a significant increase in prices of the legal products sold in the market, which
has created a widening gap between what is sold as contraband cigarettes and the legally available products. This
has also caused the surge in demand for illicit products, and due to lack of enforcement carried out, not only at the
various legal entry points but also at coastal lines, the black market has mushroomed to the extent it has now a
dominant position in the market.

As explained earlier on the costly cigarette price, according to the survey that was carried out by TGZ, almost all of
the Malaysian population, across all states, think that illegal cigarettes are popular as a direct result of the large
gap in cost between legal (high cost) and illegal cigarettes (low cost) available in the marketplace. The low cost
illegal illicit cigarettes (versus legal cigarettes) is the key driver for smokers to occasionally try or regularly smoke
illegal brands available.

Hence, one of the immediate steps the government has to take is to reduce the price gaps between legal and illicit
trade. If the average price of a cigarette pack today is RM16 and the illegally sold are just RM4.50 per pack of the
20s, it will naturally drive the demand for the cheaper cigarettes. The government should either reduce these duties
sky-high excise duties to narrow the price gaps and, at the same time, allow the government to generate more
revenue from the legal means. After all, based on DARE's previous findings, for every 10% change in excise duties,
the resultant change in illicit trade is two percentage points, and government can generate at least RM0.25 billion
in revenue in the form of excise duties.

With regards to the issue of affordability is also related to excise duties, and evidence suggests that an increase in
excise duties leads to a higher prevalence of illicit trade while losses to the government, due to uncollected taxes
increase by RM254 million for every 10% jump in excise duties. Hence, the government must take a stance to
impose a “moratorium on excise duty hike” to ensure that the government does not lose more tax revenue due to
higher excise duties. This will also allow consumers to adjust their consumption pattern towards legally priced
products as the government takes multiple steps to address the prevalence of illicit trade.

Enforcement is Key

While Malaysia strives to achieve the best to ensure we are able to compete globally, one of the most disappointing
aspects of doing business in Malaysia is on lack of enforcement. From the way illicit trade is carried out to human
trafficking to corrupt practices that we see in the country. Hence, any new regulatory framework supported by a
legislative move to enact new laws must be supported by clear enforcement as otherwise, the law will remain as
such and not be punitive to the offending public. One example of this is the law on seat belts for rear passengers.
According to Malaysian Institute of Road Safety (MIROS) chairman Datuk Suret Singh , the usage of rear seat belt
usage among Malaysian road users is still very low at just 11%, despite regulations having been in place since
2009. Another key legal framework that has been in place for a long time is Act 446. However, according to the
Human Resources Minister, M Saravanan, about 91.1% or 1.4 million foreign workers in Malaysia are not provided
with accommodation that complies with provisions in the Workers' Minimum Standards of Housing and
Amenities Act 1990.

26 https://paultan.org/2021/03/12/road-users-still-not-using-rear-seat-belts-miros/

z https://www.channelnewsasia.com/asia/malaysia-foreign-workers-not-provided-housing-regulations-452726 m




Provide Alternatives
to Smokers

As much as we want a smoke-free nation, the reality is we do not have the means, the willpower nor the right
statistics to tackle smoking prevalence in the country when compared to countries like Singapore or New Zealand.
The right approach towards addressing smoking prevalence is to provide alternatives to smoking such as the
deployment of THR products, in particular, vape, which have proven to be an effective tool in countries like the UK

and New Zealand.

SUMMARY :
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While generation endgame works in countries where smoking prevalence is relatively low and with a low incidence
of illicit trade, Malaysia's move to introduce similar laws is seen as premature. Malaysia has not only a smoking
prevalence which is double that of what is seen in countries like Singapore or New Zealand, but high illicit trade of

between four to five fold of these countries.

Malaysia should embark on strategies that will help smokers quit the habit with the THR strategy and, at the same
time, step-up on enforcement to reduce the incidence of illicit trade and not jump on the bandwagon of banning
tobacco products for those born after 2005. Malaysia, by record, has very poor enforcement capability, and should

instead focus on strategies that have proven to be successful in countries like the UK and New Zealand.

Based on the current smoking prevalence among the 15-19 age group, it is clear that the generation endgame will
see illicit trade rise from 58.4% to 61.7%, while the government stand to lose some RM283 million in revenue in the

form of uncollected excise duties and income taxes.

Even survey findings are consistent with the recommendations provided in this paper as most Malaysians believe
that a number of actions are necessary via stricter enforcement of current regulations (69%), harsher punishments
for distributors of illegal cigarettes (66%), better education (52%), lowering the cost of legal cigarettes (49%) and
harsher fines for people buying illegal cigarettes (49%). Without these actions, most people think that younger
Malaysians are more encouraged to smoke as a result of the easy availability of low cost, illegal cigarettes, and

generally, more people end up smoking.
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